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THE NATIONAL PRODUCT 
OF EAST GERMANY 


In a recent article! data and calculations on industrial production 
and the labor force in Soviet Germany were given. The present 
article offers similar calculations for the other major sectors of the 
economy and attempts to make estimates for the major uses of the 
Gross National Product. 

Because we are dealing with a Soviet economy it becomes neces- 
sary to describe the sources on which calculations are based and to 
explain the methods used in some detail. This has been done in the 


Appendix (p. 156ff.). 
OVER-ALL DEVELOPMENTS 


Table 1 gives the result of the calculation of the Gross National 
Product (GNP) by industrial origin in 1936 and 1950 in West German 
prices. For comparison’s sake the estimates for the Gnp of the Federal 
Republic are also included?. The table includes two alternative 
estimates for trade. The estimate arrived at by the “employment 
method”’ seems preferable to the estimates based on deflation; as 
explained in the Appendix (pp. 160/61). Finally, two summations have 
been made, one which corresponds to the East German concept of 
the Gnp, the other which corresponds to the Western coverage and 
which includes the services of those people which in Eastern ter- 
minology are employed in “areas outside of material production’’. 
An attempt has also been made to adjust the cnp of the Federal 
Republic to correspond to the East German coverage’. 


1. Wotrcanc F. Stoiper, ‘‘Labor Force and Industrial Development in 
Soviet Germany”’, Quarterly Fournc! of Economics, Vol. 71, November 1957, 
pp. 518-545. 

2. Only the estimates in 1936 prices, available for the years 1950-1955 are 
shown. 

3. The precise adjustments are described in footnote 4 to Table 1, c. The 
calculations made differ from the normal statistics in that neither actually paid 
nor imputed rents are included. 





132 WOLFGANG F. STOLPER 


First a brief comment on the relative size of the GNP 1936 in the 
Federal Republic without West Berlin and in the German Demo- 
cratic Republic (Gpr) including East Berlin. In that year the West 
German GNP was about 2?/, times the East German, with the West 
German population being roughly twice the East German popula- 
tion. By 1955 the West German population was about three times 
that in Soviet Germany but the gap in the aggregate cnp had wid- 
ened. The West German GNnp was more than four times the East 
German GNP. 

Secondly, if 1955 or 1957 is compared with 1936, the increase in 
the aggregate GNP was substantially greater in the West than in the 
East, the Eastern showing being even worse when measured in 1950 
than when measured in 1936 prices. There can be no doubt that 
the per capita product in the GbR was by 1956 barely above 1936 
while it was in the Federal Republic substantially above it‘. 

Thirdly, in both the Federal Republic and in the cpr, the in- 
creases in the GNP between 1955 and 1936 are larger if the East 
German coverage of the GnP is taken, than when the West German 
coverage is taken, but the differences are not significant. 

Fourth, since 1950, the year of the First Five Year Plan, the rates 
of change are not too different. The cnp of the Federal Republic 
has increased in 1955 by about 631/,% above 1950. The East German 


4. The per capita figures are found on Table 6 (p. 152). During the summer 
of 1958 I had occasion to discuss my estimates with various gentlemen of the 
Deutsches Institut fiir Wirtschaftsforschung. The over-all results of the estimates 
made in West Berlin for the post-war years were substantially similar to the 
estimates presented here. Dr. Abeken and Dr. Kupky pointed out, however, 
that there was evidence that industrial production in 1936 was substantially under- 
estimated by the census. Thus the growth compared to 1936 of aggregate or per 
capita GNP would be smaller than the calculations presented indicate. At the 
time that this is written it is not known to me what the order of magnitude of the 
required adjustment might be. The reader is, however, advised that West German 
sources have adjusted the prewar figures for major crops upward by 10% (see 
Appendix p.158). This adjustment has already been made in the estimate of 
agriculture and a similar increase of the estimate for industry would raise the 
estimated Gnp of the Gpr (Western coverage) in 1936 from 18.0 billion RM to 
about 20 billion RM, measured in 1936 prices, which would reduce the aggregate 
growth between 1956 and 1936 to about 10% as against 15% shown by the 
calculations in Table 1. 











The Gross National Product of the German Democratic Republic by Major Sectors, 1936 and 1950-1957 
(In Million rM/pM at 1936 and 1950 Prices) 
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increase was 40 to 45%. This means that the increase in the per 
capita GNP was about the same in the two Germanies. 

These facts hold considerable interest. In the one case in which 
a Communist and a free economy are historically, culturally, and 
economically comparable there is no evidence whatsoever that the 
Communist economy has grown faster, even on a per capita basis. 
Furthermore, the per capita product in 1950 was in the East only 
about two thirds of the West. Hence the same rate in increase of 
per capita product has meant that the Communist regime has not 
only not been able to catch up but that the gap in per capita product 
has actually widened from 1950 to 1955. The aggregate GNP in 1950 
was in the East less than 80% of 1936 but in the Federal Republic 
about 10% above it. 

Now, there are some perfectly obvious reasons to explain the 
differences in the development in East and West Germany. There 
has been a heavy loss of population from the East to the West which 
has consisted increasingly of people of working age and frequently 
of highly trained men and women. There has been a very substantial 
exploitation by the occupying power in the East which did not 
cease until 1954 and which was not reversed until 1958 if indeed it 
was reversed. Data on the population movements were presented in 
the already mentioned article in the Quarterly Journal of Economics, 
and the estimates on investments given below will give an idea of 
the extent of exploitation by the occupying power. 

Finally there is a startling inefficiency in the intra-bloc economic 
relations in which an exploitation by Soviet Russia has gone for 
many years hand in hand with a strong autarkic tendency in in- 
dividual areas and indeed with the notion that even individual small 
areas should, if at all possible, have a full complement of all in- 
dustries. Only very recently has the notion of international spe- 
cialization been permitted to enter the operational planning phase 
and, as far as we know, the international integration of the bloc is 
still very crude. By contrast, the Federal Republic was never ex- 
ploited and received large-scale aid from its former enemies; it not 
only organized its economy domestically more efficiently, but de- 
liberately planned on an intimate international integration of her 
economy with the world. 
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THE SECTORAL ORIGIN 
OF THE GROSS NATIONAL PRODUCT 


All of these explanations for the differentials in the GNP in East and 
West Germany are correct and they are probably basic. Yet, there 
is more to the differences in development of the two Germanies. 
Some of the factors associated with specific planning difficulties, will 
become apparent when the aggregate figures are broken down into 
their major components either by origin or by use. 

I therefore turn to the more interesting figures of the results of 
the sectoral origin of the East German Gross National Product. 


(1) Agriculture. There is no question possible that by 1955 or 1957 
the GNP attributable to agriculture was substantially below prewar, 
though the extent of the decline is open to question®. The outstanding 
finding is that there is no discernable development since 1950, but 
there are only ups and downs. If anything, there has been a stabiliza- 
tion of agricultural output since 1953. The bad result of 1956 must 
in part be blamed on catastrophic crops rather than the workings 
of the economy proper. 

Within the agricultural sector there have been changes back and 
forth in the relative importance o/ crops and of animals and animal 
product. By 1950 about half of the total value was due to crops, but 
by 1957 the value of animals and animal product was again about 
70% of the total value of agricultural output as it had been before 
the war. Within the crop sector the total acreage has not changed 
very much but grains take now a much smaller acreage which in 
turn is reflected in the very substantial increases in the imports, 
particularly of bread grains. Large increases in acreage have taken 
place in oil seeds and fiber plants, but also in the acreages attri- 
butable to vegetable and fodder plants. The major crops of potatoes 
and sugar beets commanded roughly the same acreages before and 
after the war®. 


5. See Appendix p.157, the discussion of the new East German figures on 
net yields of major crops. 

6. I have made calculations on the sales value of agricultural marketable out- 
put in the Federal Republic along the identical lines of the East German calcula- 
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The question arises naturally why agricultural output should in 
East Germany as elsewhere in the Communist world have proved 
to be the Achilles heel of the planned economy. The answer certainly 
cannot be found in either reduction of acreage or in the reduction 
of labor inputs. In fact, until 1955, employment in agriculture, 
forestry, and the water economy was probably greater than in 1939’. 
As is shown in Table 2, the labor force in agriculture has fallen 


Table 2 


Employment in Agriculture 
and cnp Attributable to Agriculture, 1950-1956 








GNP Attributable Employment 

Year to Agriculture in Agriculture 
(Billion Rm) (Million) 

1950 2.04 1.983 
195! 2.36 1.802 
1952 2.65 1.702 
1953 2.21 1.673 
1954 2.23 1.697 
1955 2.27 1.775 
1956 1.99 1.678 
1957 2.12 1.624 

















substantially from 1950 to 1953. It has then increased to 1955 and 
has since fallen again. In 1956 it was still slightly larger than in 1953. 
This implies that between 1950 and 1952 productivity in agriculture 
must have risen very much, but that since that date there has been 
no visible improvement. The year 1956 should probably be dis- 
regarded as a year of plain bad luck rather than unusual inefficiency. 
Undoubtedly land reform and inefficient planning contributed to 
this failure. Insufficient tractorization of the machine tractor stations, 
much too detailed planning as to how many animals should be kept, 


tions. These calculations indicate that the value of agricultural marketable 
output was by 1955 at least 30% above prewar in the Federal Republic while 
it was 10 to 20% below in the German Democratic Republic. I have not calculated 
the inputs for the Federal Republic. There is no doubt, however, that in physical 
terms they have increased substantially more than in the East. 

7. See my “‘Labor Force and Industrial Development’’, op. cit., p. 525. 
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what had to be planted when and where, etc., inadequate prices 
which held no incentive to farmers, insufficient and uncoordinated 
fertilizer supply, contributed to the poor showing. 

All of these assertions can be documented from official statements 
and/or actions. In 1956, for example, the prices for forced deliveries 
were raised substantially in the course of introducing “‘the principle 
of material interestedness of the working population” or, to put it 
into Western language, as well as better English, in order to provide 
better incentives for more efficient production. The detailed animal 
plans (Viehhalteplane) were abolished. Mechanization made prog- 
ress after 1953, particularly as far as machinery other than tractors 
is concerned. Still, even in 1956 the machine tractor stations had 
only 33,866 tractors, only 3,244 combines and all of 3,069 trucks, 
and 15,940 truck trailers of all kinds. In agriculture, machinery out- 
side of the Machine Tractor Stations, exists, but it is not numerous 
as far as it is known and it is certainly antiquated. The best estimate 
that could be made indicates that tractorization rose in the GpR from 
3.4 HP/hectare in the prewar period to 12.7 in 1955. In the Federal 
Republic on the other hand, the horsepower per hectare rose from 
the same 3.4 HP/hectare before the war to 23.1 HP/hectare in 1950 
and to 52.1 HpP/hectare in 1955. The differences become even more 
pronounced when it is considered that the proportion of crop land 
to total acreage is higher in the cpr than in the Federal Republic. 
As an interesting side light it appears that the average horsepower 
per tractor has increased substantially in the East while it seems to 
have fallen in the West. 

The insufficient mechanization is accompanied by a lack of com- 
mercial fertilizer. Except for the important phosphates, more of all 
fertilizers is now used than before the war, but these increases fall 
substantially short of the increases in the Federal Republic and they 
are insufficient to fulfill the agricultural plans. Thus the Federal 
Republic used in the crop year 1954/55 45.8 kilogram per hectare 
of nitrogen fertilizer, compared to only 36.8 kilogram per hectare 
in the cpr. It used 52.3 kilogram per hectare phosphates (P,0;) 
compared to only 20.9 kilogram per hectare in the cpr. Only with 
potash fertilizer did the cpr better than the Federal Republic: 
58.5 kilogram per hectare compared to 50.8 kilogram per hectare. 
But yields are not only limited by the availability of the limiting 
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fertilizer, they are also dependent on timing of the application of 
the fertilizer, which frequently was faulty®. 

The irregular availability of fertilizer provides also evidence of 
the shortcomings of planning. The allotted supplies were not only 
not available at the right moment, they were also too small to do 
the job, primarily because of export needs and this in turn involved 
the whole over-all planning and the international integration of the 
GDR into the Soviet bloc. Something more will have to be said on 
this point below. The insufficiencies of planning are most obvious 
in the case of nitrogen and potash fertilizers®. Thus the official sources 
state that “the need of mineral fertilizer to fertilize the soil and raise 
yields was in the fertilizer year 1955/56 571,000 tons of P,o; and 
837,000 tons of K,0... They would have to be delivered during the 
next 5 years over and above the plan in order to give our soil a normal 
composition of nutrients’’!°, The actual amounts supplied during the 
fertilizer year 1955/56 were 457,000 tons of K,0, 152,400 tons of 
P,O, and 199,900 tons of N (compared to a need of 364,000 tons)". 
Actual production of nitrogen fertilizer in 1955 was 293,408 tons, 
and of potash salts over 1.5 million tons K,0, but export require- 
ments took in 1955 1.0 million tons of K,0.!* It would be tiresome 
to give details for the other fertilizers. 

Other reasons also play a role, such as the fact that in the early 
post-war years special seed farms were treated like ordinary farms"®, 


8. Figures from Statistische Praxis, Staatliche Zentralverwaltung fiir Statistik 
beim Ministerrat der Deutschen Demokratischen Republik, Berlin (East), Oc- 
tober 1956, p. 150. The same issue also states that the fertilizers were not delivered 
on time and that this, together with the general insufficiency, means that crops 
are more subject to the influence of the weather than in the West where fertilizer 
supplies are sufficient. The insufficiency of fertilizer is also blamed for the ex- 
cessive amounts of weeds. American experts who were questioned on the plausi- 
bility of these statements agreed that the timing of the application of fertilizer 
was important but that an excess of weeds could probably not be blamed on the 
absence of the correct fertilizer at the right time. 

g. Phosphates must be imported, but other fertilizers are abundantly pro- 
duced at home. 

10. Ibid., p. 151. 

11. Statistisches Jahrbuch der Deutschen Demokratischen Republik, 1956 ed., p. 366. 

12. Production figures from IJbid., pp.277/278. Export figures from Jbid., 
pp- 519/520. Imports of phosphates in 1955 were only 50,422 tons, Jbid., p.523. 
13. The area of the cpr was famous for sugar beet seeds. 
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seed qualities deteriorated and had to be brought up to standard 
anew. 

In general it is true to say, therefore, that agriculture has per- 
formed poorly because of insufficient incentives, insufficient invest- 
ments, and export requirements of the economy which had to be 
fulfilled. Improvements in the future can be expected as incentives 
are improved and investments in agriculture increased, but the 
international integration of the East German economy into the 
Soviet bloc is still inefficient. 


(2) Industry. Since the recalculation of the figures previously pub- 
lished in the Quarterly Journal have resulted in no essential changes of 
the results, I can be brief in the discussion of this most important 
industrial sector. 

Measured in 1936 prices, industrial output in the GDR was in 1957 
about 44% above 1936, and in 1950 prices only 29% above it. The 
output of the Federal Republic was more than twice the prewar 
level. Even on a per capita basis, the output of the Federal Republic 
was about 50% above prewar, while there was but little change in 
East Germany to 1955. 

The basic difference in the developments of the two Germanies 
is that the output of the Federal Republic had already in 1950 sur- 
passed the prewar level by about 10% while the industrial output 
of the GDR was at most two thirds or three quarters of the prewar 
output, depending on the prices used to measure it. Since 1950, how- 
ever, when the First Five Year Plan was started, the performance 
of the GbR improved greatly, and the rate of growth of the per capita 
indices in the two Germanies since 1950 was essentially the same— 
which means, of course, that the Gpr has had a difficult time closing 
the gap between East and West. 

Without going into an industry by industry comparison, the de- 
velopments can be summarized as follows: East German mining out- 
put increased much more than West German output compared to 
prewar, and slightly more compared to 1950. This is, of course, an 
achievement, but it reflects in part the fact that the planners favor 
basic and heavy industries, in part it is the consequence of the fact 
that West Germany has many more sources for its energy than solid 
fuels, e.g. imported oil, water power. In the highly important electric 
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power generation East German output doubled over 1936, but 
West German output quadrupled. 

Even in the important categories of production goods and of in- 
vestment goods West Germany did better compared to 1936, though 
about the same as East Germany since 1950, at least in investment 
goods. This is rather surprising, since the categories are specially 
favored by planners. Surely the lack of electricity and of basic 
materials (the latter reflecting the inefficient international integra- 
tion of the GpR into the Soviet Bloc) must be blamed for this. On the 
other hand, it is hardly surprising to find that the output of manufac- 
tured consumers goods was in 1957 in East Germany only about 
three fourths of 1936, while in West Germany it was already in 1950 
about 13% above prewar, and in 1955 was almost twice that level. 
This reflects not only the usual Soviet pattern, in which the consumer 
takes the hindmost. But there is actually some sense in letting the 
textile and clothing industries shrink from their prewar level, when 
they virtually supplied all of Germany and exported abroad, both 
markets now lost. A similar pattern of development can be observed 
also for the food industries whose level in 1950 was only two thirds 
that of 1936 but which have since reached a level of about 20% 
above prewar. 

The figures in Table 3 summarize most quickly the structural 
changes that have occurred, using East German classification. The 
basic industries—mining, chemicals, metal making, cement, etc.— 
are obviously emphasized, and are likely to keep their predominance 
since ideology demand that “‘Abteilung r’ must grow faster than 


Table 3 


Percentage Share of Major Industry Groups in Industrial Output, Selected Years 
(Calculation in 1950 Prices) 











1936 1950 1955 1957 

Bosc Industries 2 ws wwe 27.2 40.2 36.3 35-3 

Metal Working Industries . . . 27.0 27.4 33-1 36.6 

age Tees wks 34.4 22.2 19.9 18.1 

Food Industries. ........ 11.4 10.2 10.7 10.0 
100.0 
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‘Abteilung m’’; and the existing shortages of basic materials in the 
GDR are likely to support ideology'*. Even so, their relative im- 
portance has diminished since 1950. Metalworking industries—es- 
sentially the engineering trades, including electrical machinery and 
fine mechanics and optics—have increased in importance. This is 
a world wide phenomenon, and the only astonishing fact is that in 
1950 the increase had not yet started. Light industries—woodwork- 
ing, textiles, leather and shoes, clothing, cellulose and paper, printing 
—are the chief sufferers as is to be expected. 

The future planned pattern is likely to shift the emphasis some- 
what from basic to metal working industries, but how much must 
remain uncertain. It is unlikely, however, that the relative impor- 
tance of the two consumer goods sectors will be allowed to increase}. 


(3) Construction. The development in the construction sector indi- 
cates that its output surpassed its 1936 level only by 1956. The Gnp 
attributable to construction in the Federal Republic was, on the 
other hand, already in 1955 twice as high as in 1936. This is, of 
course, understandable in terms of the preferences of the planner 
and the general availability of building material and labor, and it 
is confirmed by the looks of East Berlin and of the other German 
cities which travellers have described. The development of construc- 
tion becomes completely understandable when housing construction 
is split off. 

In terms of dwelling units constructed (regardless of size) the area 
of the GpR erected in 1936 about 45% of the number built in the 
area of the Federal Republic. By 1955 the total number of dwelling 
units newly constructed and rehabilitated was only 32,830 according 
to official East German sources!*. This is only 6% of the number 
of new dwelling units alone constructed in the Federal Republic. 
Considering the bomb damage and the increase in the population 


14. ‘Abteilung 1’ is, of course, essentially investment, and not identical with 
basic industries. 

15. For further details, see my Quarterly Journal article, op. cit., p. 537f., and 
my forthcoming book. The figures given here differ from the previously published 
estimates for reasons discussed in the Appendix. 

16. Statistisches Jahrbuch DDR, op. cit., 1957 ed., p. 334. The number was in 
1956 virtually the same, but in 1957 61,125 dwelling units were constructed. 
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of roughly 10% compared to 1936, this is extremely little, particu- 
larly as new dwelling units are rather small. The calculations made 
indicate that by 1950 housing was less than a fourth of the level of 
1936 (when it probably was rather high) and by 1956 it was still 
only about 44% of prewar. 

The implications of the low level of housing are not only that the 
population lived miserably but also that other construction recovered 
rather quickly and reached substantial levels. By 1950 other construc- 
tion, i.e. investment in plant, government and cultural buildings, 
etc., was at least at half the 1936 level. By 1955 the prewar level was 
reached and by 1956 it was surpassed by 15 to 30% depending on 
the prices used for measurement. Thus the poor performance of the 
construction sector as a whole is quite consistent with a much better 
performance in industrial and commercial construction and the 
result fits the pattern made familiar by Soviet experience. 

Unlike in agriculture, employment in construction increased sub- 
stantially from 1950 to 1953 but has since then been stabilized at a 
level of around 480,000 to 490,000 a year. The early increases in 
construction reflect therefore mainly increased labor inputs while 
since 1953 there must have been a substantial improvement in pro- 
ductivity. 


(4) Transport, Communication, and Trade. The cnp attributable to 
transport and communications has increased almost parallel to that 
of the industrial sector. By 1950 it was about at its prewar level and 
by 1956 it surpassed its prewar level by about 55 to 60%. Here too 
the West German developments were in the aggregate more vigor- 
ous; the GNP attributable to transport in the Federal Republic was 
in 1950 already 1/3 above prewar and by 1955 about 90% above it. 
(All calculations in 1936 prices.) 

The structure of the change is, as usual, of greater interest than 
the aggregate. The area of the Gpr had important inland water 
ways but virtually no overseas or coastal ‘shipping. It always was 
overwhelmingly a railroad economy. The division of Germany hit 
the area probably with unusual severity and the wounds inflicted 
by partition were probably more difficult to heal in this than in the 
industrial sector. Berlin, which had been the rail hub of the Reich, 
remained the rail hub of a truncated area and indeed the East 











oe AD 


—r—OE_—hU—C<‘“wTClC SOO 





THE NATIONAL PRODUCT OF EAST GERMANY 145 


German Reichsbahn (which has not changed its prewar name) is 
in charge of all rail traffic in both East and West Berlin. The extensive 
canal system has been cut by the Western sectors of Berlin and re- 
quired some rebuilding. The Oder river became a border river and 
its terminal port, Stettin, Polish. This reduced its usefulness to the 
economy and induced the East German authorities to build up new 
port facilities and ship building facilities in such places as Wismar, 
which had been insignificant before the war. The Elbe river also lost 
much of its significance. Its terminal port Hamburg always was the 
major gateway for imports into and exports from the central areas 
of Germany or Czechoslovakia (while Rotterdam played a major 
role as a gateway to Germany). The political division and particu- 
larly the very drastic reorientation of international trade toward the 
Soviet Union and the satellites reduced the other major natural 
waterway to minor significance. 

Truck transport increased even in the cpr, but it picked up only 
what is essentially short distance and local traffic and it still is not 
very important. This is almost a foregone conclusion in view of the 
antiquated stock and the extremely limited production of trucks 
which even according to the official East German sources amounted 
in 1956 to only 17,201 units, about 1800 less than in 1936, when 
trucks played still a relatively subordinate role in the transport pic- 
ture of Germany. All of this adds up to the fact that the rail system 
has to bear the brunt of the increase in transportation. All Western 
observers agree that the Soviet German rail system is highly efficient, 
considering its overage rolling stock and the general shortages it has 
to work with. 

In 1936 the rails can be estimated to have shipped 98.7 million 
tons of goods over 15.1 billion ton/kilometer, 48.9% of them heavy 
goods, shipped at lower rates. By 1956 they shipped 210.2 million 
tons, 60% of them heavy goods at special rates, reflecting, of course, 
the expansion of mining and heavy industries. They were responsible 
for 27.3 billion ton/kilometer in that year. 

By contrast, inland shipping decreased from 2.5 billion ton/kilo- 
meter in 1936 to 2.3 billion ton/kilometer in 1956, and ocean shipping 
increased from a negligible 382 million ton/kilometer in 1936 to a 
still negligible 412 million ton/kilometer by 1956. Thus rail ship- 
ments in 1936 accounted for three fourths of the ton/kilometers of 
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freight shipped and 20 years later for almost 85%. The implication 
of this development is, of course, that if the expansion had taken 
place mainly in the cheaper water transport the cnp attributable to 
transport would have been smaller. This in turn implies that the 
enforced or deliberately planned increase in the rail system has 
required additional resources which might have been used in other 
sectors and that the increase in the GNP attributable to transport is 
not an unmitigated blessing. Certainly the bulk goods, such as coal, 
iron ore, potatoes, sugar beets or cement, which now form 60% of 
total shipments could be much more cheaply and efficiently trans- 
ported on barges. Nevertheless, the fact that the expansion of the 
sector is not an unmitigated blessing should not blind one to the fact 
that it did take place. 

Passenger traffic expanded as vigorously on the railroads from an 
estimated 9.2 billion passenger/kilometer in 1936 to about 16.5 bil- 
lion in 1956. The important city railroad of Berlin increased its 
passenger traffic, however, only from 5.8 billion passenger/kilo- 
meters to 6.1 billion passenger/kilometers?’. 

Other street railways and busses increased as vigorously as rail 
transport from 4.7 billion passenger/kilometers to 7.7 billion. The 
increase in passenger traffic is somewhat more difficult to interpret 
than the increase in freight traffic. The relatively greater increase 
in traffic outside of East Berlin reflects undoubtedly the small decline 
in the population of East Berlin since 1952 and the increasing im- 
portance of other industrial centers. It may be that the increasing 
passenger traffic also reflects a vigorous social development of paid 
vacations on a large and organized scale. It would be extremely 
surprising if it did not also form a part of the price which the economy 
has to pay for the housing shortage, forcing workers to commute over 
relatively long distances. All of these statements, however, are only 
suggestions, and not proven assertions. 


17. The Berlin transport system consists of busses, trolleys, the subway, and 
the so called S-Bahn. The trolleys and busses did not cross sectoral lines until 
recently. Busses virtually did not exist in the Eastern sector and they are still 
unimportant. The underground railway goes through both sectors of the city and 
is run by the West Berlin authorities. The S-Bahn runs through both sectors of 
Berlin and into the Zone proper. It is part of the Reichsbahn and is administered 
by the authorities in East Berlin. 
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It is likely that the Gnp attributable to communication and the 
postal services has also increased: employment increased from an 
estimated go,800 in 1936 to 125,527 in 1956. It is possible (though 
unlikely to be quantitatively important) that the increase is due in 
part to a statistical reclassification or to a reorganization of the 
industry; for example, there may now be less messengers in plants 
and more use of the postal services and less private and more public 
communication between plants. Even if the productivity has fallen 
in this sector it is still likely that there has been a substantial increase 
in its output. As indicated in the Appendix, not much more can be 
said about this sector. 

Employment in trade was in 1956 just about at the estimated 1936 
level. It seems very unlikely that the cnp of trade is therefore any 
bigger in 1956 than it was 20 years earlier. There is no particular 
reason to suppose that the productivity of this sector was any different 
from 1936 in 1956 and it was almost certainly less before 1956 when 
the number of retail outlets was much smaller and the reorganized 
and socialized wholesale trade had to learn its business. Numerous 
examples of inefficiency in the trade sector could be given from the 
East German press and it was certainly a favorable sport of the East 
German papers to blame any shortages of consumer goods on the 
inefficiencies of trade rather than on inefficiencies in planning. In 
fact, shortages invariably were not attributed to lack of production 
but always to a breakdown in distribution. It is, however, impossible 
to say just what all these complaints add up to. 

Considering the fact that the value added of wholesale trade is 
relatively minor and that the output of manufactured consumer 
goods or the output of food, drink and tobacco was even in 1956 
either still below prewar or only little above it, it seems extremely 
unlikely that the GNP attributable to trade could have been in 1956 
above the prewar level. 

Employment in ‘“‘unproductive”’ sectors is probably higher than 
it was before the war and in the absence of any knowledge what- 
soever, I have assumed that the value added per employee is un- 
changed. It is unfortunate that not more can be said about this 
sector!®, 


18. The treatment of the nonproductive sector in East German methodology 
presents the curious case of the dead hand of Adam Smith keeping a much more 
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(5) Summary. The picture which emerges from this discussion in- 
dicates therefore that compared to 1936 the output of industry and 
transport sectors have increased, that of agriculture has decreased 
and that of the other sectors has more or less remained unchanged 
by the time the economy embarked upon the second five year plan. 
The most vigorously expanding sectors were mining and heavy in- 
dustries, investment goods and rail transports, while housing in 
particular and crop production for human consumption lagged. 

This contrasts sharply with the development in the Federal Re- 
public where all sectors of the economy expanded vigorously though 
even there the industrial sector grew more rapidly than the other 
sectors. It is, of course, a pattern which is not unfamiliar in other 
Communist countries. It throws some light on the claims of the 
planned economy of the Soviet type to promote the proportionate 
development of the economy. I will turn to the possible explanation 
of these developments below. 


THE USES OF THE GROSS NATIONAL PRODUCT 


The estimating procedures described in the Appendix indicate that 
the figures on the uses of the Gnp are not as reliable as the estimates 
for the GnP attributable to those sectors for which data in physical 
units are available. Nevertheless, the order of magnitude must be 
roughly correct and some of the findings, particularly those relating 
to the unexpectedly low investment ratios particularly in fixed in- 


powerful grip on Communism than on market economies while his live ideas are 
only grudgingly permitted to exercise an influence. While trade is defined as the 
*‘continuation of production in the sphere of circulation’’, and passenger traffic 
and postal services have been included with productive employment in 1956 
without bothering to give ideological excuses at all, research and teaching continue 
to be treated as nonproductive though useful. Perhaps the day will come when 
the obvious needs of a highly technological economy will induce East German 
economists to define research and teaching as “‘production in the preparatory 
phase’’. 

Unfortunately, published East German data are quite insufficient to give a 
picture as to what happened to the numbers of doctors, health services, etc., 
though the number of teachers at various levels could be somewhat laboriously 
arrived at. 
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vestment in the early years, go a long way to explain the lagging 
development in the East compared to the West. Aggregate con- 
sumption was in 1956 a little above prewar which implies, of course, 
that per capita consumption was still below it. Since rationing was 
not abolished?® until 1958 and the consumption estimates refer only 
to individual private consumption of products which are sold against 
money or are consumed at the farms and do exclude consumption 
by society or of commodities for which payment is made indirectly 
through taxation, the estimate seems plausible. The best estimates 
I have been able to make is that consumption (as defined) took in 
1950 only about 1/3 of the GNP, compared to about 53% ever since 
1954. It is, of course, a startlingly low share but again hardly 
implausible: reparations were abolished in 1953 which accounts 
for a sudden jump in consumption. In 1950, on the other hand, 
rationing was severe and the production of manufactured consumer 
goods also had not recovered to more than about 40% of the 1936 
level. 

The really startling result is, however, the rate ofinvestment. Con- 
sumption in a Communist economy is after all just a stepchild, while 
it is a dogma that “Abteilung 1’ must grow faster than “Abtei- 
lung m’’. Nevertheless, the gross investment (including inventory 
accumulation) passed the prewar level in the GpR only in 1951, and 
on a per capita basis temporarily in 1953 and finally in 1955. In the 
Federal Republic it was already in 1950 well above the 1936 level 
in the aggregate and by 1951 also on the per capita basis. By 1955 
60%, more was invested per man, woman and child in the Federal 
Republic than in Soviet Germany. 

The share of GNP going to gross investment has been about the 
same in East and West Germany throughout the post-war years. 
But not until 1953 did fixed investment take about as great a share 
of the Gnp in Soviet Germany as in West Germany. On the other 
hand, inventory accumulation was startlingly bigger in East than 
in West Germany until 1954”°. In fact the chief effect of the June 


19. Even now fluid milk and apparently potatoes are not completely de- 
rationed. 

20. R. W. CampseEtt, “Soviet and American Inventory-Output Ratios’’, 
American Economic Review, Vol. xtvi, No. 4, September 1958, published after 
my calculations were finished comes to parallel results for the Soviet Union. 
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1. 1956 and 1957 data for the Federal Republic not available. 
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1953 uprising was to increase consumption at the expense of in- 
ventory accumulation, leaving fixed investment plans and “‘other”’ 
commitments essentially unchanged. 

Again, the particular figures can be questioned but it is certain 
beyond any reasonable doubt that East German investment in plant 
and equipment lagged behind West German performance as much 
as did consumption. The usual pattern of Communist economies of 
very high investment ratios does not hold in Soviet Germany. 

Furthermore, even when the investment ratios are of the same 
order of magnitude, the actual per capita investment remains sub- 
stantially lower in East than in West Germany. Only “other’’ uses 
and inventory accumulation (until 1953) are bigger in East than in 
West Germany. (See Table 6.) 

The reasons for the lagging may be peculiar to the cpr. They are 
clearly connected with the fact that the area was called upon to 
make very high reparations payments until 1953 estimated by some 
observers at about 25% of current industrial production. Aside from 
reparations payments there is once more the inadequate inter- 
national integration of the area. As with the export of fertilizers 
which had to be made at the expense of domestic agricultural needs, 
to pay for import of goods which might have been better produced 
at home, so it is quite clear that a large proportion of investment 
goods, the production of which was favored in the cpr, had to be 
exported to pay for raw materials and foodstuffs as well as repara- 
tions. A confirmation of this statement can be found in the export 
figures of important investment goods (see Table 7). Other, equally 
startling figures could be given which suggest that perhaps half of 
the production of investment goods is exported. The figures could 
be multiplied sufficiently to present overwhelming evidence that a 
relatively forced production of investment goods is quite consistent 
with actually low investments. Figures on imports which are not 
given to save space, confirm the estimates. Raw materials and food 
stuffs naturally dominate the figures?!. 


21. In addition to the exports of many individual machines and other invest- 
ment goods, whole installations were exported. Machinery installed in such a 
complete installation is not included among the figures quoted but it is included 
in the production figures. I have not found it possible thus far to evaluate the 
relative importance of exports of complete plants. 
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Table 7 
East German Production and Exports of Important Commodities, 1957! 
Export as 
Commodity Unit Production Exports Percentage 
of Production 
rn ee) 94,236 | 17,347 18.4 
Synthetic Rubber. . . . | Tons 73,435 | 39,723 54.1 
Rubber Tires. . . . . . | Thousand Pieces} 4,455 1,185 26.6 
Gasoline. . . . . . . . | Thousand Tons 883 152 17.2 
Diesel Oil . . . . . . . | Thousand Tons 830 206 24.1 
Cement ...... . . | Million Tons 3.269 570 17.4 
Ship motors, diesel and gas | Pieces 2,720 896 32.9 
Stationary diesel and gas 
meets. « . . 2 + so | ees 6,847 1,277 18.7 
eae 53794 1,539 26.6 
of which Automatic . . | Pieces 276 152 55-1 
Hydraulic Presses. . . . | Pieces 1,048 571 54-5 
Rolling Mill Equipment . | Thousand Tons | 27,800 | 26,700 96.0 
Steam Locomotives . . . | Pieces 136 43 31.6 
Electric Locomotives. . . | Pieces 234 119 50.9 
Freight Cars . . . . . . | Pieces 4,123 1,649 40.0 
jr 17,201 3,721 21.6 
Fishing “‘Seiner” . . . . | Pieces 25 25 100.0 
Fishing “‘Logger’?. . . . | Pieces 104 104 100.0 
Transformers. . . . . . | Pieces 10,474 6,422 61.3 
Standard Typewriters . . | Pieces 31,052 | 23,592 76.0 
Calculating and Similar 
Businessmachines . . . | Pieces 745231 55,087 74.2 
Bookkeeping Machines. . | Pieces 5,202 3,552 68.3 
1. Figures from Statistisches Jahrbuch DDR, 1957 ed., p. 515ff., except for the statement of the 
production of gasoline and diesel oil which are West German estimates (see Deutsches Institut 
fiir Wirtschaftsforschung, Berlin [West], Wochenbericht, No. 24, 1957, p. 96). 











The “‘other uses’ are, as indicated in the Appendix (p. 164), a 
miscellaneous lot. The startlingly high proportion in total Gnp by 
1950-1954 is undoubtedly due to the extent of reparations but by 
1956 the percentage was probably about 1/4 of the GNP, a quite 
normal ratio. It is entirely possible that there were real export sur- 
plusses on commercial account after reparations were abolished, 
when the export shipments shown by statistics suddenly increased. 
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Official data claim such surplusses for the years 1954 through 1956. 
Before that date the cpr had officially import surplusses, but repara- 
tions paid were not included in these figures?*. 

The relatively low investment ratios and the high proportion of 
GNP required for “other” uses, explain sufficiently why developments 
in the GpR have lagged behind the Federal Republic. 


CONCLUDING REMARKS 


As the figures indicate—and I am quite sure that their order of 
magnitude is correct—the cpr has by 1956 arrived roughly where 
the Federal Republic was in 1950. In this period changes have oc- 
curred in planning methods, prices have been revised, rationing has 
been abolished, the major exploitation of the area by the occupation 
power has been abolished. As developments have proceded, the inter- 
national weaknesses of the system also have become apparent. Proba- 
bly for historic reasons, planning has proceded essentially on a 
national basis. The First Five Year Plan in the cpr and apparently 
also in the other satellites were formulated with none but the crudest 
regards of the plans of other countries. Officially the international 
coordination of Five Year Plans did not start until the Second Five 
Year Plan was ready to be discussed, which means not until 1956. 
Yet it is interesting to note that the Second Five Year Plan of the 
GDR for the years 1956 through 1960 did not become law until 
January, 19585. The annual economic plan for 1958 was stated to 
have been the first to be passed before the beginning of the planning 
period. Present discussions in the press and the East German journals 
make it plain that the international coordination consisted almost 
exclusively of discussions about foreign trade which themselves took 
the national productions as planned by the national plans as data. 
The problems now discussed refer to a “‘true’’ coordination of the 


22. Statistisches Jahrbuch DDR, op. cit., 1956 ed., p. 518. The export surplus 
in 1954 was DM-Ost 409 million. In 1955 DM-Ost 234 million, and in 1956 
pM-Ost 163 million. Very little is known about the prices used to calculate the 
import and export values, but they seem to be world market prices of sorts. 

23. Published as special supplement to Neues Deutschland, Berlin (East), the 
official newspaper of the Party, on January 18, 1958. 
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national plans on the production level. Thus it has become known 
that the GprR is destined to become a major center of chemical 
production while it will reduce or abolish its output of many types 
of heavy machinery the location of which is to be shifted to Czecho- 
slovakia or the Soviet Union itself. It will be interesting to see how 
the planned economy is able to handle the problem of multi-lateral 
trade, and international specialization which in the free world does 
not cause the same kind of trouble. 


Center for International Studies, Wo trFcanc F. STOLPER 
Massachusetts Institute of Technology, Cambridge, 
and University of Michigan, Ann Arbor (USA) 


APPENDIX 


Available Data and Estimating Procedures 


AVAILABLE DATA AND THEIR RELIABILITY 


When the calculations were started a few years back, the first task consisted in 
collating a statistical abstract of Soviet Germany on the basis of newspaper 
clippings, articles in statistical journals, announcements of ministers, or promulga- 
tions of the five year plan and the annual economic plans. The data were all 
equally official but nevertheless frequently contradictory and suffered in all cases 
from a dearth of explanatory material. Since 1956 three statistical yearbooks 
have appeared, each of which presents an increasing amount of information 
which in turn is more carefully described in each successive volume. 

As in all other countries, data are either given in value terms or in physical 
units; there are, as of 1957 or 1958, 379 series on the output of industrial com- 
modities, a great number of them in physical units. There are furthermore data 
in physical units on the output of all major crops and animal products. All of 
these data can be directly used for the calculations of measures meaningful to a 
Western economist. 

On the other hand, numerous series and calculations presented in value terms 
are all but useless to the Western observer. The reasons are only partly that Soviet 
concepts differ from those customarily employed by Western economists. In my 
article in the Quarterly Journal it was pointed out that in fact the differences in 


1. “Labor Force and Industrial Development in Soviet Germany”, Quarterly Journal of Economics, 
Vol. 71, November 1957, pp. 518-545. 
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the National Income concept, for example, have narrowed with the differences 
being increasingly resolved in favor of the Western concepts. Thus the concept 
of National Income includes since 1955 passenger traffic previously excluded. 
While the dubious concept of Gross Industrial Production continues to be used, 
new figures on net output are given by the Statistical Yearbook for the year 1957. 

The major reason why these figures can be used for analysis only with difficulty 
is that the prices used for the evaluation of these value figures are unknown and 
would probably be useless if they were known. The least informative sections of 
the Statistical Yearbook deal with the money supply, the budget, and prices. 
The reasons for this omission are not hard to guess but one reason which seems 
to be peculiar to East Germany is that the price system makes no sense in terms 
of the planned economy itself and is at present in process of revision, a process 
which started already in 19537. 

On principle, and with only few exceptions, I have used only data given in 
natural units. The exceptions will be specifically explained in the proper place. 
It has been assumed that the data presented in physical units are not deliberately 
falsified. On the other hand it is incumbent on the investigator to find out in detail 
just what is being measured. Thus it is known that the statistics of industrial output 
included for a while also rejects; and crop statistics were until 1957 specifically 
stated to refer to biological yields. Since 1958, series on ‘‘net’’ yield are published, 
the ‘‘net’’ yield being defined as ‘‘actual yield after threshing but before loss 
during storage and other losses’. The series were published too late to be used 
in the calculations to be presented. 

There are several reasons besides lack of time why the calculations have not 
made use of the new net yield figures. In the first place they cover at most the 
years 1953-1957, and in a few cases even only the years 1956 and 1957. In the 
second place, the losses assumed for the important grains and even more for 
potatoes are improbably small, so that the “‘net’’ yield is a less reliable estimate 
of what in the West is understood by barn yield than my own calculations. More- 
over, losses for potatoes after the harvest are rather big, and vary from 8-12%. 

It should be stated that for most crops the new “‘net”’ series are slightly above 
the estimated barn yield used in the calculations and in some cases, particularly 
for potatoes and sugar beets, they are substantially above them. In the case of 
pulses for human consumption on the other hand, or of important oil seeds, they 
are substantially below the estimates which have entered our calculations. On 
the whole, therefore, the results of the agriculture calculations may possibly be 
on the low side, though the difference between the calculations made and the 
results which would have been obtained had the new figures been used, cannot 
be very big. 

2. It would go too far in this context to enter into the details of the questions just raised. The reader 
is referred to my preceding article and also to two articles by R. JANAKIEF, published in Statistische Praxis, 
“Kritische Bemerkungen zur Anwendung der Kennziffer der Bruttoproduktion fiir die Einschatzung der 
Produktionsarbeit des Industriebetriebes”, May 1957 and June 1957, an English translation of which is 
available in International Economic Papers, No. 8. See also ‘Price Policy and Price Formation in the German 


Democratic Republic”, (in German) Wirtschaftswissenschaft, Vol. 6, Special Issue No. 5, 1958, Verlag 
Die Wirtschaft, Berlin (East), 159 pp. 
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ESTIMATING PROCEDURES 


Gross National Product by Origin 


(1) The estimating procedures used to calculate the Gross National Product 
(GNP) attributable to industry need not be described in detail. The basic calcula- 
tions of the coal mining sector and the iron and steel sector were made by 
evaluating final output and deducting all known inputs. When this method was 
not possible, the estimating procedure consisted essentially in constructing an 
index industry by industry from the major outputs, weighted alternatively with 
1936 German and 1950 West German prices, and multiplying the 1936 base with 
this index. This method is essentially used also by the Statistisches Bundesamt. 
An exception to this procedure was the calculation of machinery output. It was 
assumed to move more or less parallel to the available input of iron and steel 
in a manner too complicated to describe briefly here. The electrical machinery 
output and the output of fine mechanics and optics was assumed to move in the 
same ratio to the output of engineering calculated by the just mentioned method, 
as the East German figures in ‘‘Messwerte”’ of electrical machinery and fine 
mechanics and optics had to the East German figures in “‘Messwerte’’ of output 
of engineering’. 

The figures presented in this article differ from the previously published results 
not because of any changes in estimating procedures but, first, because the 
official series of the Statistical Yearbook of the cpr have been substituted for 
previously unofficial or semi-official estimates, and, secondly, because a great 
number of new series which became available in 1957 have been included. The 
new series refer first to imports of important inputs, particularly the vital steel 
imports, and, secondly, to a substantially increased coverage of the consumer 
goods sector and the food, drink, and tobacco group of industries. 


(2) The estimating procedures used to value agricultural output were as follows: 
The starting point were the biological yield series for all major and many minor 
crops. These figures were adjusted to arrive at barn yields. After consultation 
with West German experts it was decided that the barn yield of grains was about 
87% of the claimed biological yield of grains and of oil seeds, that the barn yield 
of pulses for human consumption and of sugar beets was 80% of the claimed bio- 
logical yield and that of potatoes 75%. In addition, another 3 to 5% of the output 
was deducted to allow for spoilage in the barn, a percentage which is comparable 
to, though slightly higher than, West German experience. The output for 
1934-1938 which is the comparison period was raised by 10% for some major 
crops to allow for an underestimation in accordance with the practice of the 
Federal Republic for such comparisons‘. 


3. For further detail, see my Quarterly Journal article (pp. 536/537) already referred to, and my forth- 
coming book. 

4. Handbuch fiir Landwirtschaft und Erndhrung, issued by the Federal Ministry of Agriculture and Food 
(Bundesministerium fir Landwirtschaft und Ernahrung), Hamburg and Berlin, 1956, p. 53, Table 91, 
Footnote 3. 
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On principle, only output for human consumption and industrial use was 
valued. This involved an estimate of consumption on the farms. The basis for 
the estimates were official data on per capita consumption of important food stuffs 
and the now published data on forced deliveries and government purchases which 
were presumably the equivalent of market production and which were adjusted 
for consumption on the farms by the assumption that farmers ate by and large 
as well as the non-farm population. The fodder crops and those part of grain 
crops which remained within agriculture were treated as intermediate products 
and not evaluated. All crops were valued in West German prices. 

The animal sector was broken down into three parts: the live weight of 
slaughtered animals, the live weight of the change in the stock of animals; and 
finally the output of milk, eggs and wool. With milk and eggs only the amounts 
leaving the agricultural sector were evaluated. 

The evaluations of milk and eggs are two major exceptions from the rule that 
official statistics as given are accepted without question. In both cases, however, 
my procedure has in fact official blessing. In the case of milk the official East 
German procedure to determine the milk yield was changed in 1956 and the milk 
yield as determined by both the old and the new method was given. This enabled 
me to correct the preceding years and to make them comparable with the latest 
figures, a procedure neglected by the East German Statistical Office’. 

As far as eggs are concerned, only the forced deliveries and government 
purchases of eggs plus an allowance for consumption by farmers have been 
evaluated at West German prices. 

The coverage of the major crops and animal products is virtually complete. 
Any questions of the results of my calculations can relate only to the magnitude 
of the deduction to get from biological to barn yield. Only such minor items as 
the number of beehives or the production of honey were omitted. 

Before discussing the input side, two further problems have to be mentioned. 
The one relates to the estimates for vegetables and fruits, the other to the estimates 
for the value of the forest sector. It was possible to make a rough allowance for 
vegetables, fruit and cut wood (both timber and fire wood) but it proved com- 
pletely impossible to make even a rough estimate of the change in the value of 
standing timber. 

The services of machine tractor stations as such, like the fodder grown on the 
farms, were treated as intermediate products and neither added as an output 
nor deducted as an input. On the other hand, separate estimates for the amount 
of gasoline and diesel oil used were made, and such fodder which farmers had to 
purchase from outside the agricultural sector, either imports or industrial prod- 
ucts, were deducted. The amounts of commercial fertilizer, and the electricity 
used on the farms could be directly ascertained, while manure was treated as an 
intermediate product. 


5. In the 1957 edition of the Statistisches Jahrbuch der Deutschen Demokratischen Republik it is stated that 
the procedure for calculating the milk yield was changed in 1956 and that there was therefore a break in 
the comparability of the data. The 1956 edition does not contain such a footnote, but Statistische Praxis, the 
journal of the Statistisches Zentralamt, did explain this fact. 
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(3) The estimation of the Gross Value Added of construction was considerably 
more difficult. As the major official East German data are given in value terms 
which had to be rejected for the reasons outlined above, it was assumed that 
construction moved parallel to the availability of building materials, hence an 
index of available (rather than produced) building materials was constructed from 
the amounts of bricks, tiles, cement and cement products, glass, etc., available®. 
The index was weighted by 1936 or 1950 prices which not only gives different 
results from assigning to the various building materials a fixed weight’, but also 
allows for the substitution of cement and cement products for bricks which has 
occurred in the post-war period. 

The East German Statistical Yearbook gives also figures for the number of 
dwelling units produced and East German sources give data on the required 
inputs per dwelling. This has made a separate estimate for housing and other 
construction possible which was later used in estimates of gross investment. This 
will be explained presently. 


(4) The important transport sector was broken down by major carriers: rail- 
roads, inland waterways and ocean shipping, the last of extremely small im- 
portance due to the fact that the cpr inherited none of the major Baltic ports and 
had to develop both port facilities and ship building from scratch. No attempt 
was made to calculate the performance of air transport, but it is certain that 
both in 1936 and during the period under investigation it was insignificant. 
Freight transport was broken down into those heavy goods transported at specially 
low rates and all other goods shipped at high rates. This follows the practice of 
the old Reichsbahn. Suburban passenger traffic which is of major importance 
for Berlin was estimated separately. 


(5) The procedures thus far discussed have all in common that, with minor ex- 
ceptions, they are based on data provided in physical units: tons, ton/miles, 
kWh, etc. For the other sectors: trade, communication, or services, calculations cannot 
possibly be based on physical units. It would have hardly made sense to measure 
the output of communications by the number of telegrams sent or letters delivered, 
nor would it have been reasonable to accept the official figures for trade turn-over 
as a basis for estimating the Value Added attributable to trade. 

Instead, trade and communications as well as other services were estimated 
by assuming that their Gross Value Added moved parallel to employment. This 
involved making an estimate both for employment in 1936 and the Value Added 


6. Mr. Fred Sanderson in Trends in Economic Growth constructed a similar index to estimate the Gross 
Value Added contributable to construction, using, however, the production rather than the available amounts 
of building materials for his index. This overstates substantially the expansion of construction since it appears 
that building materials were imported into the area of the GDR before the war in substantial amounts 
while in the post-war period a very large percentage of the cement production was exported. Thus in 1956 
about 570,000 tons of cement were exported out of a production of 3.3 million tons, i.e. about 1/6. In 1955 
exports of cement were 685,000 tons out of a production of about 3.0 million tons. Even bricks and tiles are 
exported in large quantities and apparently not imported. See, Trends in Economic Growth; a Comparison of 
Western Powers and the Soviet Bloc, a Study Prepared for the Joint Committee on the Economic Report, Joint 
Committee Print, 83rd Congress, Second Session. Washington, D.C., 1955, p. 292. 

7. This is the procedure of Mr. Sand 
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per employee in these sectors. The procedure is very likely to overstate the per- 
formance of the Soviet German economy in these sectors during the first years 
of the First Five Year Plan, but for 1955 or 1957 it is likely to give reasonable 
results. There is little question that the many people employed in trade in 1950 
could hardly have had the productivity of 1936 when they had so much less to 
sell, but by 1956 this shortcoming of our method has probably been largely 
eliminated by the generally improved performance of the Soviet German economy. 
In other words, comparisons between 1956 or 1957 and 1936 are likely to be 
correct, but the rate of growth of the trade sector between 1950 and 1957 is likely 
to be understated. 

In general the estimates based on data given in physical units are likely to 
be reliable. I am convinced that any reasonable alternative procedure actually 
used would not change the end-result very much. 

On the other hand, estimates based on the ‘“‘“employment method”’ are not 
as good and even less reliable are estimates arrived at by deflation. Table 1 
(p. 133), which gives the results of our calculation of GNP by origin presents one 
such alternative estimate derived by a process of deflation. The turn-over figures 
for trade have been deflated by an officially given retail price index which is 
based on 1936 but uses the commodity basket of 1955. It is an understatement 
to say that the results are improbable, but anyone wishing to use these figures 
instead of the figures arrived at by the employment method has the possibility 
of doing so. For communications it was not possible to make such an estimate 
by the deflation method, but it is a relatively minor sector in any case. 


Gross National Product by Use 


Attempts have been made to estimate the uses to which the GnpP is put, which 
though the best I have been able to make, have to be taken with a great deal of salt. 

The first officially supplied East German figures on national product by use 
were reported in the Quarterly Journal article. In the meantime more details have 
been published in the third volume of the Statistical Yearbook. This gives gross 
and net product in current prices by origin’. Data are also available on deprecia- 
tion and materials used up by industrial origin in current East German prices, 
and a percentage distribution of the domestically available national income is 
given by investment and consumption. Unfortunately, these figures are difficult 
to use because, first, we don’t know enough about the price structure, secondly, 
we don’t know enough about the balance of payments, and, thirdly, the actual 
value of ‘‘the national income available at home”’ is not given. 

The East German claims on investment are quite modest, but the distorted 
price structure makes it certain that actual investments were a bigger percentage 
of national product than officially claimed. Furthermore it is known that at least 
through 1953 reparation payments were huge and it is virtually certain that the 
government sector as this term might be understood in the West, is relatively 


8. The reader is reminded that the East German concept of net product corresponds quite closely to 
the Western concept of net product, but that the East German concept of gross product is essentially a turn- 
over concept with no similarity to what is understood by that term in the West. 
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large in a planned economy. Since rationing even of elementary food stuffs was 
not abolished till 1958, it is also certain that consumption was relatively low. It 
is therefore of considerable interest to develop some sort of estimates of the uses 
of cnp, of investment and consumption and “‘other’’ uses, but it must be stressed 
that these estimates are extremely rough and that all estimates, but particularly 
the estimates for consumption and for “‘other’’ uses are subject to a large margin 
or error. 


(1) The most reliable estimate refers probably to investment. This estimate de- 
pends essentially on the assumption that investment in equipment bears a reason- 
ably fixed ratio to investment in plant. The estimates for investment in plant 
and equipment proceded essentially in the following manner. First, housing and 
other non-industrial or non-commercial construction was split off on the basis 
of East German data. This led to a series of “‘other’’ construction which is basically 
investment in plant, in commercial buildings and some road building®. Equip- 
ment is assumed to be twice the size of investment in plant. Although this figure 
is rather low by West German standards, it corresponds fairly well to American 
experience. This ratio has been suggested by Helmut Kupky!® of the (West) 
Berlin Deutsches Institut fiir Wirtschaftsforschung, who derived this ratio of 
2 equipment to 1 plant in turn from East German sources. The great need for 
plant, due to destruction and dismantling as well as the peculiar nature of in- 
dustrial expansion involving essentially mining and heavy industries make the 
low ratio plausible'. The final estimate of gross fixed investment includes, of 
course, housing, etc., to be consistent with Western usage. 

Inventory accumulations have been estimated in yet another roundabout 
manner. Official data give inventories and fixed investments as a percentage of 
the domestically available income. It is assumed that inventories bear the same 
relation to investments in plant and equipment, as the percentage of inventory 
accumulation in domestically available national income bears to the same per- 
centage for ‘‘accumulation’’*. The procedure seemed justifiable because the 
distortion of the price system (chiefly but not solely due to the importance of 
turnover taxes) is certainly much less serious within the investment sector than 
between the investment and the consumption sectors. 

9. Road building was very small. The statistics include also a very small expenditure on “Enttriim- 
merung”’, i.e. the removal of rubber and the possible salvage of re-usable bricks and other materials which 
in East German practice is considered part of the output of the construction industry. 

10. Hetmut Kupxy, “Die langfristige Entwicklung der Brutto-Anlageinvestitionen der mitteldeutschen 
Industrie von 1924-1955", Vierteljahreshefte zur Wirtschaftsforschung, 1957, No. 4, pp. 391-407. Mr. Kupky’s 
estimates for investment are in fact quite close to my own estimates in spite of the fact that they were derived 
by the entirely different and independent method of deflation. 

11. In West Germany, however, the ratio of plant to equipment is much closer to 4 to 1 and this fact 
does make one slightly uneasy about the East German estimates. On the other hand, in Poland and in 1955 
58% of investments were in building, 30% in machinery, and 12% in “other’”’ investment, such as geological 
exploration (see Rocznik Statystyczny [Statistical Yearbook], 1957, p. 181). Thus my ratio is perhaps not too 
far off the mark. 

12. The Statistisches Jahrbuch DDR, 1957 ed., foreshadows a change in methodology to bring Soviet 
German usage into line with Russian usage. In the past, “accumulation” has been defined in the GDR as 
“productive” accumulation only while housing, etc., was included with individual consumption, and school 


construction or “cultural” buildings were included with “societal consumption”. A footnote gives an alterna- 
tive percentage distribution to include both “productive” and “‘unproductive” accumulation. 
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(2) Data to estimate consumption directly from official East German data on 
important supplies to the public were insufficient. Hence the estimating procedure 
used starts with figures for the wage bill, given in current East Marks. These 
figures were adjusted for the changing proportion of dependent income earners 
in the labor force on the assumption that self-employed and other non-wage 
earners, earn on the average as much as wage and salary earners. It is difficult 
to say whether this procedure involves an over- or an under-estimate. The self- 
employed include on the one hand doctors and highly paid writers who are not 
in the employ of somebody else, but they also include many farmers and their 
working family members who may or may not be as well off as industrial workers 
and they include large numbers of persons working in retail trade who are almost 
certainly less well paid than industrial workers. 

Individuals may save, and indeed the personal savings in all thrift institutions 
have grown from about 1.3 billion East Mark in 1950 to 6.1 billion East Mark 
in 1956, hence the total income payments as calculated above have been adjusted 
by the annual change in saving deposits. A similar allowance is also made for 
the difference between the payments to and by the social security system and 
other insurances. 

The figures thus arrived at are essentially the total expenditures by the popula- 
tion for consumption goods. Further adjustments which would have been desirable 
but could not be made include an allowance for wage taxes on the expenditure 
side, and on the other hand for the many indirect payments to consumers made 
directly by plants and by the government, such as food supplied in factory canteens. 

The total wage payments adjusted in the manner described are then deflated 
by an official retail price index, given on the basis of 1936. This index is based on 
a commodity basket of 1955 and consists of 550 goods!’. An alternative deflation 
could be made by an equally official index of the cost of living. 

The cost of living index has risen from 100 in 1936 to “‘only’’ 307 per cent in 
1950 compared to 419 per cent for the retail price index; from 1936 to 1957 it 
has risen to ‘‘only’’ 188 per cent compared to 270 per cent for the retail price 
index. Deflation by the cost of living index would have therefore raised the estimate 
for consumption substantially. Nevertheless, it has seemed more reasonable to 
take the retail price index for purposes of deflation. In the first place the cost of 
living index contains rent payments which have not changed at all since 1936 
and expenditures on heat and light which have supposedly even fallen, even 
though it is known that housing is not only rationed and seriously short but 
exceedingly poor, and that the same is true for lightning. Some of the other 
categories, such as expenditures on food, drink and tobacco or clothing, which 
are included both in the retail price index and the cost of living index, show in 
the retail price index a much greater increase which probably reflects the fact 
that it includes non-rationed expenditures in a more reasonable proportion. If 
the difference between the retail price and the cost of living index had been due 
only to such differences as the inclusion of rent, a case could be made for the 

13. Statistisches Jahrbuch DDR, 1956 ed., p. 201. Though the weight of the industrial commodity group 


remains constant at the relative importance they had in 1955, the actual commodities entering the index 
changed corresponding to the average quality of the particular year. 
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cost of living index. The mere fact, however, that the retail price index contains 
several identical items with the cost of living index and in addition such important 
categories as shoes, suggests that for purposes of estimating the GNP available for 
consumption, the retail price index is more suitable. 

Nevertheless, the estimates arrived at by assuming, on the one hand, that 
adjusted wage and salary payments are essentially equivalent to disposable in- 
come", I may possibly underestimate the GNP used for consumption, first, because 
of the contributions of entrepreneurs to social security payments, secondly, of 
other indirect contributions by the industrial plants, and thirdly, because of what 
in Communist jargon is called societal consumption. On the other hand it is very 
unlikely that the price index provided by the Central Statistical Office errs in a 
direction unfavorable to the German Democratic Republic. 

When all the pros and cons of the suggested estimating procedure are weighted, 
it seems possible that consumption has been somewhat underestimated, but I am 
convinced that this underestimation is not very great. Because the results presented 
in Table 4 are rather startling, it has seemed essential to dwell at length on the 
considerations which have gone into the selection of the particular index used 
for deflation. 


(3) The “‘other’’ uses are found as a residual. They include the export surplus, 
including reparations, the government sector proper, and they include also such 
‘societal consumption”’ as has not been possible to estimate separately. No esti- 
mates were possible to state reliably the relative importance of these various items. 


SUMMARY 


The article has two purposes: to give the results and to explain the methods of 
calculating the East German Gross National Product by industrial origin and 
domestic use. Wherever possible, comparisons with the developments in the 
Federal Republic were made. The original data come from official East German 
publications but the methodology is Western. All calculations were made in West 
German prices of 1950 and in 1936 German prices. 

The East German Gross National Product (GNP) was in 1957 about 122% of 
1936, and 155% of 1950. Industrial output passed the prewar level in 1953, the 
output of transport already in 1951, but trade and construction passed it only in 
1956. On the other hand, agriculture even in 1957 was still substantially below the 
prewar level. Unlike all other sectors, which developed vigorously since 1950, 
agriculture remained stagnant. 

Consumption in 1950 accounted for only about a third of cnr, undoubtedly 
largely because of reparations demands. After the June 1953 uprising it reached 
a level of 53%, while in West Germany it always was close to 60%. Gross investment 


/ 


14. Income taxes are unimportant and indirect taxes are allowed for in the price index. On the other 
band, neither wage taxes nor the workers’ contribution to social security have been deducted. 
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as a per cent of GNP in the German Democratic Republic was of about the same order 
of magnitude as in the Federal Republic, but gross fixed investment reached West 
German rates only in 1956, while inventory accumulation was very high until the 
1953 uprising led to a precipitous drop. Or. a per capita basis, consumption and 
investment appear to be in East Germany omiy about 60% of West German levels, 
though they are slowly rising. 

The reasons for the differential developments are: (a) heavy reparations pay- 
ments at least through 1953; (b) constant loss of population to West Germany; 
(c) planning errors; and (d) insufficient international integration. The first has 
been stopped, and some planning errors have been eliminated. The loss of popu- 
lation may diminish as living conditions improve and there are attempts at im- 
proving the international organization of the Soviet bloc. , 


ZUSAMMENFASSUNG 


Das Sozialprodukt Ostdeutschlands. Der Artikel gibt die Ergebnisse und Schatzungs- 
methoden einer Berechnung des Bruttosozialprodukts der Deutschen Demokrati- 
schen Republik (ppR) nach Wirtschaftssektoren und Endbestimmung. Wo még- 
lich werden Vergleiche mit der Bundesrepublik gemacht. Die Grunddaten 
stammen aus offiziellen Veréffentlichungen der ppr, aber die Methodologie ist 
westlich. Alle Berechnungen wurden in westdeutschen Preisen von 1950 und in 
deutschen Preisen von 1936 gemacht. 

Das Bruttosozialprodukt der ppr betrug 1957 etwa 122% von 1936 und 155% 
von 1950. Die Industrieproduktion iiberstieg das Vorkriegsniveau im Jahre 1953, 
der Verkehr bereits 1951, aber Handel und Bauwirtschaft erst 1956. Andererseits 
lag die Landwirtschaftsproduktion selbst 1957 noch wesentlich unter dem Vor- 
kriegsstand. Im Unterschied zu allen andern Wirtschaftssektoren, die sich seit 
1950 kraftig entwickelten, stagnierte die Landwirtschaft. 

Im Jahre 1950 ging nur ein Drittel des Bruttosozialprodukts der ppr in den 
Verbrauch, ohne Zweifel hauptsachlich wegen der grossen Reparationsforderun- 
gen. Nach dem Aufstand vom 17. Juni 1953 stieg der Anteil des Verbrauchs auf 
53%. In der Bundesrepublik war er immer nahe bei 60%. Die Bruttoinvestitionen 
hatten in Ost- und Westdeutschland etwa den gleichen Anteil am Bruttosozial- 
produkt; aber der Prozentsatz der Bruttoinvestitionen in Anlagen und Maschinen 
erreichte den westdeutschen Prozentsatz erst 1956, wahrend Lagerbestande bis 
zum Aufstand von 1953 einen sehr hohen Anteil des Bruttosozialprodukts ver- 
brauchten, um nachher scharf abzufallen. Per capita Verbrauch und Investition 
betragen in der ppR etwa 60% des westdeutschen Niveaus, aber sie steigen all- 
mahlich. 

Die Griinde fiir diese unterschiedliche Entwicklung sind: a) grosse Repara- 
tionsleistungen bis mindestens Ende 1953; b) dauernder Bevélkerungsverlust an 
Westdeutschland; c) Planungsfehler und d) ungeniigende internationale Ver- 
flechtung. Die Reparationen sind abgeschafft, und einige Planungsfehler sind 
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korrigiert worden. Der Bevéikerungsverlust wird wahrscheinlich abnehmen, wenn 
die Lebensbedingungen sich verbessern, und die ersten Versuche werden jetzt 
gemacht, die internationale Organisation des Sowjetblocks zu verbessern. 


RESUME 


Le produit social de |’ Allemagne de l’ Est. Le présent article a pour objet de donner les 
résultats et d’expliquer les méthodes de calcul du produit social brut de la Répu- 
blique Démocratique Allemande par secteurs économiques et destination finale. 
Partout ou cela a été possible, des comparaisons ont été faites avec la République 
Fédérale d’Allemagne. Les données fondamentales proviennent des publications 
officielles de l’Allemagne orientale, mais la méthodologie est celle de l’Ouest. 
Tous les calculs ont été faits en prix de 1950 de l’Allemagne occidentale et en prix 
allemands de 1936. 

Le produit social brut de l’Allemagne orientale a représenté en 1957 quelque 
122% de celui de 1936 et 155% de celui de 1950. La production industrielle a dé- 
passé le niveau d’avant guerre en 1953, les transports en 1951 déja, tandis que pour 
le commerce et la construction, ce fut le cas en 1956 seulement. En revanche, la 
production agricole, méme en 1957, était notablement inférieure 4 son niveau 
d’avant guerre. Contrairement a tous les autres secteurs économiques, qui se sont 
vigoureusement développés depuis 1950, l’agriculture est demeurée stagnante. 

En 1950, la consommation n’a compté que pour un tiers seulement du produit 
social brut, ce qui est indubitablement dt dans une large mesure aux exigences 
des réparations. Aprés l’essor de juin 1953, elle a atteint un niveau de 53%, tandis 
qu’en Allemagne occidentale, elle a toujours été proche de 60%. Le pourcentage 
des investissements bruts en République Démocratique Allemande a été approxi- 
mativement du méme ordre de grandeur que dans la République Fédérale, mais 
le pourcentage des investissements bruts en installations et machines n’a atteint 
le niveau de |’Allemagne de l’OQuest qu’en 1956, tandis que les stocks furent trés 
élevés jusqu’a ce que l’avance de 1953 eut conduit a une rapide diminution. Par 
téte d’habitant, la consommation et les investissements ne représentent en Alle- 
magne orientale que 60% environ du niveau de |’Allemagne occidentale, bien 
qu’ ils aillent progressivement croissant. 

Les raisons de cette évolution divergente sont: a) les lourdes prestations au 
titre des réparations jusqu’a fin 1953 au moins; 6) la diminution constante de la 
population (mouvement vers |’Allemagne occidentale) ; c) les erreurs de planifi- 
cation et d) une intégration internationale insuffisante. Les réparations sont 
abolies et quelques erreurs de planification ont été éliminées. La diminution de 
la population se ralentira probablement, au fur et 4 mesure que les conditions de 
vie s’amélioreront, et des efforts sont accomplis en vue d’améliorer l’organisation 
internationale du bloc soviétique. 
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HOW AUTONOMOUS IS PUBLIC 
INVESTMENT? 


I 


In a recent statistical study of the behaviour of public fixed invest- 
ment in Great Britain since the War! I concluded that, contrary to 
what I feel is the general impression on the matter, there has in fact 
been a tendency for it to behave in a stabilizing manner in the 
economy. Judged by four criteria—annual changes in its absolute 
level adjusted for price movements; changes in the proportion of 
aggregate national production absorbed by public investers; changes 
in the proportion of total fixed investment undertaken by the public 
sector; and finally deviations from the trend of public investment 
over the whole period—it has tended to move contracyclically. This 
is after making allowances for changes in the extent of the public 
sector due to nationalization and denationalization of certain in- 
dustries. In the inflationary years 1951 and 1955 in particular public 
investment operated in a deflationary manner by all the tests. It must 
be emphasized that no attempt was made to assess whether the level 
of public investment over the whole period has been too high or too 
low in relation, for instance, to private investment but only to de- 
termine its short-period behaviour. 

However, when this aggregative analysis was broken down a little 
it could be seen that the favourable stabilizing effect was due prima- 
rily to the movements of housing investment by local authorities, 
reinforced during the inflation of 1951 by public corporation in- 
vestment in the fuel, power and transport industries. In 1955 this 
last sector merely aggravated the general inflationary situation 
and other sectors of public investment such as the social services 
(other than housing) and the demand for plant and machinery 
throughout the public sector also have an unfavourable record in 
this respect. 

Of course it has always been recognized that the use of public 
investment as a stabilizing force in the economy does not carry with 


1. S. PLease, “The Counter-Cyclical Behaviour of Public Investment in the 
United Kingdom since the War’’, Public Finance (forthcoming). 
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it the implication that all sectors of public investment should con- 
tribute to this stability. Nevertheless the widespread absence of any 
contribution to stability from many parts of the public sector of in- 
vestment, more especially since 1952, does suggest that the conscious 
use of public investment as a tool of short-run economic policy has 
met with difficulties. Even the favourable behaviour of its total, 
apart from masking the unfavourable movements of many of the 
component elements, has been by any of the four criteria used in 
the study, pathetically small in relation to the needs of the time. For 
instance, after allowing for price changes, it fell by £18 million in 
1951 and by £19 million in 1955 which represented a fall compared 
with the previous year of just over two per cent in each case. Certainly 
the experience of the past ten years bears little relation to the text- 
book model of the operation of a contra-cyclical public investment 
policy. 

This disappointing behaviour of public investment is, of course, 
in part due to political considerations. Policy is the art of the possible 
and consequently what has been economically desirable has not 
always been politically possible. Nevertheless policy is in any case 
formulated under certain objective constraints and it is with some 
of these that this article is concerned. It is the result of ignoring these 
constraints that has led to the typical assumption of the economist 
that public investment can be divorced from the current market 
situation for final output or the rate of change of such output— 
i.e. the assumption that public investment is autonomous. Though 
it has often been observed that an increase in private factory building, 
for instance, will necessitate an increase at the same time of local 
authority expenditure on sewerage works, water installations, roads, 
etc., such qualifications have been very much in parenthetical or 
footnote form. In general it has been considered that public capital 
expenditure can be delayed or anticipated without very much notice 
being taken of the effect of this on the short-run market situation for 
final output of the assets concerned. Professor J. R. Hicks typifies this 
attitude when he says that: ‘“‘While there can be little doubt that 
quite a large proportion of the net investment which goes on in 
normal conditions has been called forth directly or indirectly by past 
changes in the level of output, there is certainly some investment for 
which this effect is so small as to be insignificant. Public investment, 
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. all these can be regarded as autonomous investment for our 
purposes’”?, 

In the ensuing analysis which examines the realism of this assump- 
tion, attention is confined to the problem in Great Britain where the 
public sector of investment is of particular importance accounting 
as it does for approximately fifty per cent of all investment. Never- 
theless it is thought that the analysis will be of more general interest 
in view of the widespread acceptance of the notion of using public 
investment as weapon of short-run economic policy. 


II 


In a formal legal sense it is in fact true that the British government 
can exercise virtually dictatorial powers over investment decisions by 
public bodies. Where these decisions are concerned the government 
can regard the many different public bodies in the country as a 
unified sector over which it has direct control as compared with 
private investment decisions which must be influenced indirectly 
through changes in monetary and fiscal policy*. Almost all invest- 
ment decisions by public bodies are subject to direct ministerial 
approval. In the case of central government departments and their 
agents such as hospital management committees, this is obvious. It 
is also true, however, in the case of the local authorities and the 
nationalized industries. 

Local authorities have to get ministerial permission to borrow and 
as almost go per cent of their investment is financed by external 
borrowing and there is little scope in practice for substituting internal 
revenue or capital funds for any reduction in their external finance, 
this constitutes a potent weapon in the hands of the government. 
Furthermore in as much as the servicing of the loan whether internal 
or external is in part to be met out of government grants, prior ap- 
proval for the interest and redemption payments to rank for grant will 
be considered essential by all but the very richest and independently- 
minded authorities. Certainly there seems no formal restriction on 
the power of the government to reduce local authority capital out- 


2. J. R. Hicks, A Contribution to the Theory of the Trade Cycle, Oxford 1950, p. 59. 
3. However, building and steel licensing at one time gave the government 
a more direct power in this respect. 
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lays. Likewise the nationalized industries are subject to government 
control in respect of all matters which affect the national interest 
and specifically in respect of their programmes of capital expendi- 
ture—both the long-term programme and its implementation‘. 

Undoubtedly from the point of view of reducing capital outlays 
these controls over the various parts of the public sector are in 
principle extremely powerful. Whatever the economic forces or statu- 
tory duties impelling a government department, a local authority 
or a nationalized industry to undertake a given level of investment, 
these are all subject to the over-riding power of a minister to say 
“no”. But even the positive power of increasing the level of invest- 
ment by a public authority above that which it would voluntarily 
undertake is not entirely absent from a formal point of view. It exists, 
of course, in the case of government departments but it is also present 
in the relationship between the government and public corporations. 
In the case of local authorities, also, direct positive powers do exist 
in the form, for instance, of the government’s power to apply for an 
order of mandamus where a local authority is failing to perform a 
statutory obligation. Nevertheless, even if the circumstances were 
such that an application for an order were successful in the courts, 
it is difficult to imagine such coercive powers being used for im- 
plementing short-run economic policy and certainly the history of 
the use of this method of control does not suggest that the govern- 
ment would use it for such a purpose®. Consequently the power over 
local authorities is likely to be more indirect through advice given 
in circulars, variations in grants, etc. 

Economists looking at these formal relationships between the 
government and the various parts of the public sector have been apt 
to think of the government as holding an omnipotent position in 
relation to public investment decisions. In fact, of course, any study 
of the policy-making machinery and the administration of policy 
would give an entirely different impression. The initiative in policy- 
making must almost of necessity come from the subordinate bodies 
if only because of the detailed technical, economic and other con- 
siderations relevant to such matters. Any modifications thought 


4. See my article ““Government Control of the Capital Expenditure of the 
Nationalised Industries’, Public Administration, Spring 1955. 
5. Cf. D. N. Custer, Central and Local Government, London 1951, pp. 107-120. 
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desirable by the government can only form the basis for discussion 
from which compromise decisions emerge influenced undoubtedly 
by the personalities concerned in the discussions. Certainly the re- 
sulting short-run public investment programme is unlikely to bear 
very much resemblance to that which would be arrived at in a 
system in which this programme was determined at the centre by 
the government in the manner visualized by economics textbooks. 

But even allowing for the errors stemming from the too naive 
conception of policy-making in the public sector of investment, there 
still remain the purely economic considerations underlying the as- 
sumption that public investment outlays are autonomous and can 
therefore be utilized to assist a policy of short-run economic stability. 
These considerations themselves derive from three assumptions re- 
garding the determinants of investment policy; firstly that the deci- 
sion-takers in the public sector are not directed or mainly directed 
by the profit motive; secondly that the long-run changes in the 
demand for the final outputs of goods and services to which public 
assets give rise are fairly steady and therefore the relationship be- 
tween investment and market requirements need not be so close in 
the short-run; and thirdly that most of the assets concerned are 
highly durable and therefore the effect of a short-run variation in 
their rate of replacement or extension will not significantly affect the 
supply of final output of goods and services to which they give rise®. 


III 


On the question of the absence of the profit motive this is obviously 
true of almost all parts of central government activity and also of 
many parts of local authority activity. The provision of hospitals, 
schools, parks, civic amenities, etc. is completely divorced from the 
question of whether the revenue from the sale of their services will 
be adequate to defray the cost of providing them, simply because 
the revenue is almost entirely derived from taxation as opposed to 
voluntary price payments by consumers—fees paid for tennis courts, 
amenity beds, etc. represent an insignificant exception. However, 
the provision of housing by local authorities which accounts for well 


6. Cf., for instance, R. F. BRETHERTON, F. A. BuRCcHARDT and R.S.G. RUTHER- 
FORD, Public Investment and the Trade Cycle, Oxford 1941, p. 16. 
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over half of all local authority investment, although not run as a 
profit-making service, is very much dependent upon the market 
situation for housing and this, rather than actual profit-making is 
the important point. For the statutory housing subsidy having been 
fixed by the government, local authorities seem unwilling to supple- 
ment these by further grants from local taxation. Consequently in- 
vestment in housing by local authorities must be tailored to what 
tenants in their district will be prepared to pay for local authority 
house accommodation though it must be admitted that this can be 
influenced by local policy on slum clearance, re-housing, etc. Never- 
theless, any decline in the willingness of people to pay rents to cover 
the costs of local public housing after deducting the fixed subsidy, 
will be followed by an unwillingness on the part of local authorities 
to invest in further house building just as surely as if such investment 
were being undertaken for profit. The only reason to expect that 
this would not necessarily occur is that the local authority might be 
more able or more willing to take a longer term view of the housing 
requirements than would a private investor in housing. We will 
revert to this qualification more generally, however, in a little while. 

Where investment by the public corporations running the na- 
tionalized industries is concerned the situation is similar to that for 
local authority housing though perhaps more pronounced. There 
are distinct limits to the width of vision which the officials running 
them have or are permitted to have. In the first place, although the 
Acts of Parliament establishing these corporations only lay down 
that they must cover their operating costs by their current revenue 
taking one year with another, there is undoubtedly a strong feeling 
amongst a good deal of informed opinion that the industries should 
be run on “‘commercial lines’’. This is reflected very strongly in the 
Herbert Committee’s report on the Electricity Supply Industry’. 
“The Electricity Act’’, it concludes, “does not require the industry 
to supply electricity on uncommercial terms to any customer or class 
of customer nor to conduct itself in such a way that it would have to 
face higher costs than a private business would face in similar cir- 
cumstances”. Three further conclusions elaborate this attitude: 
(1) “The determination of the national interest is the business of the 


7. Report of the Committee of Inquiry into the Electricity Supply Industry (1956), 
Cmd. 9672. 
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Government. It is not for the industry to embark in the supposed 
national interest on any course other than a purely economic course 
unless so instructed by the Minister subject to his responsibility to 
Parliament’’. (2) ““The governing factor in the minds of those running 
the Boards should be that it is their duty to run them as economic 
concerns and to make them pay’’. (3) ““The degree of public ac- 
countability expected of the industry should not be such as to impair 
its commercial enterprise and efficiency’’s. 

In any case several of the public corporations are in the position 
either of making persistent losses or in exceptional years making very 
precarious profits. Albeit that the primary general cause of this 
situation is the imposed inflexibility of the prices of their final output 
in the face of rising costs of production, nevertheless in order to 
attempt to carry out their statutory duty of long-run balance of costs 
and revenues, the boards must be persistently striving to keep their 
losses as low as possible and this motive must be assumed to be 
embraced in that of profit maximization. Furthermore the boards 
are under a statutory obligation to run their industries “‘efficiently”’ 
and this undoubtedly is meant to be interpreted without account 
being taken of social costs and gains. Thus a board is legally obliged 
to undertake all investment which in any planning period it expects 
would either give a greater output at the same cost or the same out- 
put at a lower cost and contrariwise if it expects such an investment 
would not increase the efficiency of its industry. 

It seems that if there is any difference at all in the motive behind 
public and private industrial investment decisions (including housing 
investment), it must lie in the word “‘expect’”’. Are national boards 
able and willing to take longer-term views of their investment op- 
portunities and therefore to be less influenced by short-run changes 
in the market conditions that confront them than their counterparts 
in private industry? The question of ability is taken up for the public 
sector as a whole in the following section. As regards willingness to 
do so, in both private and public enterprise—including housing— 
the length of vision boards are willing to have, given the objective 
factors involved, is primarily a question of the personalities con- 
cerned and there is no reason at all to assume that on average private 
enterprise gets more myopic managers than public enterprise. 

8. Op. cit., p. 140. 








174 S. PLEASE 


IV 


The second argument that is used to justify the assumed autonomous 
nature of public investment decisions is that public investors are 
more able to take a long-term view of investment requirements as 
compared with their counterparts in the private sector. This argu- 
ment itself is based on the assumption that the long-term changes in 
the demands for the final outputs of the public sectors undertaking 
the investment are fairly steady and reasonably easily forecast be- 
cause in the first place they are basic goods and services and secondly 
because they are primarily consumed in the home market. Thus 
although there may be short-term variations in demand, these can 
be ignored in preparing investment policy because they will occur 
against the background of assumed known longer-run changes. 

Undoubtedly both of these reasons are true as mere statements 
of facts. In the first place only marginal amounts of final output of 
the public sector—for instance a proportion of air transport services, 
coal, etc.—are sold overseas. The significance of this, however, lies 
not so much in the fact that home demand will necessarily be more 
stable in the long-run than overseas demand but in two other con- 
siderations. Firstly that it is less difficult to estimate future require- 
ments if they emanate from domestic sources rather than overseas 
sources and secondly that it will probably be easier to influence these 
requirements through monetary and fiscal policy and more particu- 
larly through administrative action and therefore to adjust the 
demand for final output to the capacity available. This is especially 
true of those investments which satisfy governmental demand. For 
instance the long-run demand for school accommodation can be 
varied by, say, varying the number of children per class and/or 
per school. 

Secondly it is also true that the demand for the final output 
produced by public capital is basic to the economy. Fuel, power, 
transport, etc. are all required in most productive activities in the 
economy. But long-run stability of demand for any particular good 
or service which would make it possible to determine more easily 
the future demand for it and therefore the investment requirements, 
depends not only on stability in the demand for the basic service it 
provides but also on absence of unanticipated technical change and/ 
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or change in price ratios as compared with other similar goods and 
services. For instance the long-term demand for railway transport 
and therefore for investment in the railway industry depends not 
only on long-run stability in the growth of transport requirements 
based, for instance, on the secular growth of national production, 
but also upon the development of other, perhaps undreamed of, 
forms of transport and changes in the relative price of, say, railway 
transport and road transport. This example, of course, illustrates the 
point in a most marked way for there could have been few people 
before or even immediately after the First World War who anti- 
cipated the undermining of railway transport as the basic transport 
industry of the country. 

But, in fact,’ the situation is even more difficult for the public 
sector than even this suggests and this greater difficulty arises in a 
sense simply because it embraces so much basic production. For most 
of this basic production is not of goods but of services—power, trans- 
port, education, health, housing, etc.—and whereas it is. possible to 
transport goods it is not possible to transport services. Thus in 
estimating their future requirements it is necessary not only to esti- 
mate the long-run trend of national demand but the long-run trend 
of demand in particular parts of the economy. This in its turn is 
aggravated by the fact that a large part of the capital stock involved 
is in the form of fixed buildings and works. A private manufacturer 
producing, say, toys might have a little more difficulty in estimating 
the long-run demand for his products than the British Transport 
Commission, the Central Electricity Authority, the Ministry of Edu- 
cation, etc. but at least he does not have to worry unduly about 
changes in the geographical distribution of demand in the future. 
He can always, albeit perhaps at a cost, alter the distribution of his 
sales, sending, say, more to London and less to Merseyside. And this 
goes for most of the private sector with the major exception of re- 
tailing and some other distribution and service industries which 
involve considerable investment in buildings and works. 

But what is the exception in the private sector is the rule in the 
case of public investment. For this investment is almost entirely for 
the provision of services and consequently it is necessary to be able 
to forecast not only aggregate changes in long-run requirements but 
also regional changes and this is, of course, a far more hazardous 
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task. We might, for instance, have a fairly accurate idea of the 
number of primary school places which will be required by the 
country in, say, the 1970’s but the number that will be required by 
London quite apart from the Lambeth or, even more realistically, 
the Old Kent Road district at that time is far less easy to estimate; 
and likewise with power, lighting, transport, health services, housing, 
etc. Yet it is these estimates which are of significance in relation to 
each investment decision and therefore the aggregate of investment 
in a particular service. 

In summary, then, for many parts of the public sector the long- 
run estimation of the level of consumption is equally as tentative as 
that for the private sector. Consequently unless the officials of public 
bodies are more willing to take long-run decisions there seems no 
reason to assume that the objective factors we have been examining 
will make them more able to do so. In these circumstances their 
investment decisions are likely to be influenced to some extent by 
short-run considerations—the very thing for which private industry 
in general is condemned. 


V 


The third argument used to justify the assumed autonomous nature 
of public investment decisions relates to the question of the relative 
durability of public compared with private industrial assets. A given 
proportionate variation in the annual investment outlays of two 
sectors of the economy will have a more significant effect upon the 
productive capacity of the sector in which investment outlays bear 
a high ratio to its total capital stock than in the sector in which this 
ratio is low. The assumption is usually made from mere superficial 
observation that in fact the industries comprising the public sector 
employ a stock of assets which are highly durable compared with 
the private manufacturing sector. In fact, as we shall show below, 
the assumption, though in general correct, must be made with major 
qualifications borne in mind. 

The durability of a capital asset is, even in principle, difficult to 
define. There is, firstly, the fact that physically, assets produced in 
one period of time differ from assets produced in another and con- 
sequently past experience is an unsure guide and in some cases no 
guide at all to the length of life of a current capital stock. Secondly, 
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there is the inevitable difficulty in distinguishing between the physical 
and economic life of an asset due to obsolescence. And finally, there 
is the problem which arises when an asset can be used more or less 
intensively in the present thereby decreasing or increasing its life span. 

These problems can, however, be regarded as refinements when 
we come to look at the statistical material available. This, as in 
virtually all discussion in recent years on the United Kingdom’s 
capital problem, is drawn from Redfern’s paper to the Royal Sta- 
tistical Society in January 1955°. From this paper we can derive 
for various sectors of the economy estimates firstly of the value of 
their fixed capital stocks and secondly of their annual depreciation 
provisions, both sets of estimates being made in constant prices. If 
for each sector we then relate one to the other we get an estimate 
of the number of years over which on average the fixed assets of the 
sector are written off. This we are assuming is an indicator of the 
average durability of the assets. 

The first difficulty we must face is whether we should take the 
net or the gross value of fixed capital—i.e. the original value of assets 
in terms of constant prices with or without depreciation provisions 
having been deducted. Our problem is that whilst net values reflect 
the expected productivity of an asset in many cases beyond the 
point of time in the future to which short-run economic policy 
relates, the use of gross values would implicitly assume that all assets 
retain their productivity unimpaired throughout their assumed lives 
at the end of which their productivity suddenly falls to zero. Neither 
value, in other words reflects ideally what we are seeking, namely 
the relationship of depreciation provisions to earning capacity or 
productivity in the period of time to which government short-run 
economic policy relates (whatever that may be). Once again, how- 
ever, we are bordering on the labyrinth of difficulties associated with 
capital theory and what we in fact do in Table 1 is to use both net 
and gross values of capital in order to derive our indicators. 

In addition to the classes of assets not covered by the main part of 
Redfern’s analysis and which he estimates account for something 
like 7 per cent of gross investment since the war, Table 1 omits 
housing in view of the difficulty in distinguishing between the public 

g. Pxitip RepFERN, ‘‘ Net Investment in Fixed Assets in the United Kingdom, 
1938-1953”, The Journal of the Royal Statistical Society, Vol. 118 (1955), p- 141. 
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Table 1 
Durability of Private and Public Fixed Capital? 
Gross Value | Net Value 

Sector of Fixed of Fixed Depre- =. =. 
Capital | Capital | “ition (c) () 
(a) (b) (c) (d) (e) 
OO ew eS 13,047 7,228 448 29 16 
Rs ks oe lo 13,651 6,648 294 46 22 

1. All figures relate to 1952 and are in terms of constant 1948 prices: (million £). 











and private ownership of houses. Also the whole of air transport and 
road passenger transport are included in the public sector whilst the 
whole of manufacturing and distribution are included in the private 
sector. Though obviously not strictly accurate the figures of dura- 
bility in columns (d) and (e) would hardly be affected at all as the 
errors involved apply to both capital values and to depreciation 
allowances. 

This Table shows that taking the public and private sectors as a 
whole, the assets of the former have an average total life about 60 per 
cent greater than those of the private sector (given by the ratio 46: 29) 
whilst using net capital values we find that the average remaining 
life of assets in the public sector is about 40 per cent greater than 
of those in the private sector (i.e. the ratio of 22:16). As a crude 
approximation, then, we can perhaps say that in aggregate public 
assets are On average 50 per cent more durable than private assets. 

However, this comparison of aggregates is of limited use. In the 
first place it might be biased either by industries which deviate 
widely from the average of the public or private sector as a whole 
to which they belong; or secondly the durability of one particular 
type of asset of considerable quantitative importance might differ 
greatly from all other assets and in as much as one sector or particular 
part of a sector’s capital is dominated by this type of asset, it will 
give a bias to the aggregate comparison of the durability of assets 
which might not always be desirable. 

Table 2 which breaks up the two sectors into their major com- 
ponent parts throws light on the first of these problems. The most 
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Table 2 
Durability of Components of Private and Public Fixed Capital! 
Gross Value} Net Valu 
Sector of Fixed of F ined Depre- =. A J 
Capital Capital — (c) (c) 
(a) (b) (c) (d) (e) 
Agriculture... .. 398 201 40 10 5 
MN gs ahs a 1,075 646 46 23 14 
Commercial buildings. 3,010 1,659 41 73 40 
Manufacture and distri- 
bution other than com- 
mercial buildings. . . 8,564 4,722 321 27 15 
Total private ... . | 13,047 7,228 448 29 16 
Public and social services 2,792 1,590 37 75 43 
ae re ee 1,072 556 14 77 40 
on eee 1,385 608 18 77 34 
Harbours, docks and 
MS as SY Jes 752 287 II 68 26 
Railways ...... 3,548 1,346 55 65 24 
Biocticity. . . 1... 2,067 1,116 70 30 16 
NM Ss a's aes Wy 216 134 8 27 a7 
ee a Ss Ss % 494 268 18 27 15 
Postal and telephone 
communications . . . 890 479 34 26 14 
Air transport .... 104 81 5 21 16 
Road passenger trans- 
NS os fa ee 331 183 24 14 8 
Total public. . . . . | 13,651 6,648 294 46 22 
1. All figures relate to 1952 and are in terms of constant 1948 prices (million £). 
2. Excluding mine workings and buildings. 











interesting fact which emerges from this table is that for many of 
the public industries the durability of their capital stock is similar 
to that of private manufacturing industry and distribution (ex- 
cluding commercial buildings). In the case of assets used in elec- 
tricity, gas, coal, postal and telephonic communications and, less 
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marledly, air transport, the figures suggest that this correspondence 
is extremely close whilst for road passenger transport (which, as 
already noted, should be partly included in the private sector) the 
durability of the assets is less than in private manufacturing industry 
and distribution. The high average durability for the whole public 
sector can be seen from the table to be due primarily to the very 
high durability of assets used in railway operation and in the public 
and social services and, to a lesser extent (because their relative 
quantitative importance is smaller), of the assets used by water, road, 
and harbour, docks and canal authorities. The durability of these 
compares closely with that of private commercial buildings but 
whilst the former represent about two-thirds of all public assets, 
commercial buildings are under one-quarter of private capital. 

It is apparent from this analysis that the splitting up of the public 
and private sectors in this way corresponds in part at least with our 
second distinction made above, namely that between the relative 
durability of different types of asset used by each sector. More 
specifically, we need to isolate plant and machinery from other 
assets, in particular from buildings and construction works (Table 3). 








Table 3 
Durability of Plant and Machinery in the Private and Public Sector’ 
Sit | Gross Value| Net Value Depre- (a) (b) 
d | of Capital | of Capital ciation (c) (c) 
(a) (b) (c) (d) e) 
Ss ee 53399 2,962 196 28 15 
WE Nae e Sng ae 3,656 1,906 153 24 12 























1. All figures relate to 1952 and are in terms of constant 1948 prices (million £). 








We can see from this table that, contrary to the assumption usually 
made on the basis of superficial empirical observation, the durability 
of the plant and machinery employed in the public sector is, if any- 
thing, less than that employed in the private sector”. 


10. It obviously prompts the question of whether the basis upon which 
depreciation allowances are calculated are the same for both sectors. In fact 
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This comparison of the relative durability not of public and private 
assets in general but only of the plant and machinery they own is of 
considerable significance. Unlike the demand for the output of the 
building and construction industry, the output of the engineering 
industry is used to a large extent for purposes other than satisfying 
domestic investment demand. In particular it produces goods for 
export and for defence purposes. If a short-run variation in domestic 
investment is required to stabilize the level of income in the economy 
because, say, there has been a “hump” in defence demand, this 
variation must be made primarily with a view to influencing the 
investment demand upon the engineering industry for in the short- 
run the industrial mobility of resources can be assumed to be negli- 
gible. In so far ‘as the durability of plant and machinery used by 
different sectors of the economy is a factor determining where the 
variations in domestic investment should fall, there seems no reason 
why on this criterion the public sector should be made to suffer 
wider variations than the private sector—rather the reverse—though, 
of course, considerations acting in the opposite direction might out- 
weigh this one. 

In summary, then, whilst in aggregate the average durability of 
public assets is greater than those of the private sector of the economy, 
this comparison hides the fact that for many important parts of the 
public sector, particularly the nationalized industries (excluding rail- 
ways but including the General Post Office), this is not so. Further- 
more it is the reverse of the truth in regard to the limited problem 
of the comparative durability of public and private plant and 
machinery. Thus in so far as the assumption that public investment 


formally they are not. Whilst for the private sector Redfern used the rates of 
depreciation allowed by the Inland Revenue for taxation purposes, for the public 
sector he used the rates determined by the public authorities themselves for the 
purposes of their trading accounts (except for the National Coal Board where 
the Inland Revenue rates are used). However, the rates used by the public 
authorities in their accounts do not seem to differ appreciably from the Inland 
Revenue rates in those cases where an overlap occurs as, for instance, with motor 
vehicles which are written off in ten years in all cases. There is certainly no 
apparent policy on the part of any of the public undertakings to accelerate the 
writing off of assets which is so typical of the financial policy of much of private 
industry and which would make the depreciation provisions in company accounts 
so misleading for our purpose. 
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is autonomous is based on considerations of the durability of the 
assets employed in the public sector, it must be recognised that this 
is only justified within the limits set by these qualifications. 


VI 


The three considerations we have examined in this paper, then, all 
suggest that for large parts of the public sector investment outlays 
are likely to be no more autonomous than private investment. Public 
authorities will in many instances find their hands tied by a com- 
bination of, firstly, commercial considerations of profit and loss by 
which they seem more and more to be judged, secondly, difficulties 
involved in estimating long-run requirements for final output and 
finally, the absence of any marked durability of the plant and 
machinery which they use as compared with that used in the private 
sector of the economy. 

If we are right in suggesting that it is these three considerations 
which explicitly or implicitly have been used to justify the assumption 
of the divorce of public investment outlays from the current level of 
demand for final output or changes in that level, then the assumption 
must be seriously questioned. Its realism would seem to depend 
much more on the formal legal/administrative powers of the central 
government over the investment decisions of the government depart- 
ments and their agents, the local authorities and the public cor- 
porations which we outlined earlier in this paper. These powers, if 
our analysis is correct, would be working at times against the policy 
which would voluntarily be undertaken by these subordinate public 
bodies operating as regards policy objectives within a narrower frame 
of reference. The outcome of this clash would then depend upon 
the willingness of the government to use its formal powers to override 
the decisions of the subordinate bodies. This, however, apart from 
the question of whether it is administratively possible—and we have 
already queried this—implies an interpretation of “autonomous in- 
vestment decisions” which has, of course, important implications 
for policy. 


University of Liverpool (United Kingdom ) S. PLEASE 
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SUMMARY 


It is frequently suggested that public investment outlays should be timed in such a 
way that they act as a stabilizing force in the economy. Their behaviour in the 
United Kingdom since the war has been disappointing in this respect though this 
is not revealed by the aggregate figures but only when these are analyzed in detail. 
This disappointing behaviour is in part explained by political considerations. 
Furthermore it is in part explained by the inability or the unwillingness of the 
government to exercise its formal powers of control over the investment decisions 
of public bodies. 

However, there are in addition purely economic explanations. It is widely 
assumed that public investment outlays are autonomous—i.e. that they can be 
divorced from the current market situation for final output. This assumption has 
itself been based on three assumptions regarding the determinants of public 
investment policy: firstly that the profit motive is not important; secondly that 
long-run changes in demand for the final outputs of goods and services which 
public assets produce are fairly steady ; and thirdly that most of the assets concerned 
are highly durable. 

Each of these three assumptions is examined in turn in the article and each is 
found to be subject to significant qualifications. Narrow commercial considerations 
of profit and loss are considered to be of importance in many parts of the public 
sector. Secondly it is suggested that the long-run estimation of demand for final 
output is likely to be equally as tentative as for the private sector of the economy. 
And finally whilst it is found that in aggregate the average durability of public 
assets is greater than those of the private sector, for many important parts of the 
public sector this is not so. Furthermore it is the reverse of the truth in regard to 
the important but limited problem of the comparative durability of public and 
private plant and machinery. 

Thus it is concluded that public investment is far less autonomous than is 
generally assumed and consequently the implementation of a public investment 
policy in the interest of economic stability must depend very much on the willing- 
ness and ability of the government to use its formal administrative powers of 
control over the various public investors. 


ZUSAMMENFASSUNG 


Wie weit sind die éffentlichen Ivestitionen autonom? Es wird haufig die Meinung ver- 
treten, die dffentlichen Investitionen sollten zeitlich so abgestimmt werden, dass 
sie fiir die Volkswirtschaft als stabilisierender Faktor wirken. In dieser Hinsicht 
war das Verhalten der dffentlichen Investitionen in England seit dem Krieg 
enttauschend, was sich allerdings nicht in den Globalzahlen zeigt, sondern erst 
bei einer mehr ins einzelne gehenden Analyse. Dieses enttauschende Verhalten 
ist teilweise politisch bedingt; dariiber hinaus erklart es sich zum Teil aus dem 
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Unvermégen und der mangelnden Bereitwilligkeit der Regierung, ihre formellen 
Kontrollbefugnisse iiber die Investitionsentscheide 6ffentlicher K6érperschaften 
auszuiiben. 

Uberdies gibt es jedoch auch rein wirtschaftliche Erklarungen. Es wird viel- 
fach angenommen, dass 6ffentliche Investitionen autonom seien, das heisst un- 
abhangig von der laufenden Marktlage fiir die Endprodukte. Diese Auffassung 
fusst ihrerseits auf drei Annahmen hinsichtlich der Bestimmungsfaktoren 6ffent- 
licher Investitionspolitik: 1. dass das Gewinnmotiv nicht wichtig ist; 2. dass lang- 
fristige Nachfrageanderungen fiir die Giiter und Dienste, die durch die 6ffentliche 
Hand erzeugt werden, ziemlich stetig sind; 3. dass in den meisten Fallen das 
betreffende Fixkapital ausgesprochen langlebig ist. 

Der Autor iiberpriift jede dieser drei Annahmen und kommt dabei zum 
Ergebnis, dass bei jeder bedeutsame Vorbehalte anzubringen sind. In manchen 
Teilen des 6ffentlichen Sektors sind enge kommerzielle Gewinn- und Verlust- 
erwagungen von Bedeutung. Ferner ist die Abschatzung der langfristigen Nach- 
frageentwicklung fiir die Endprodukte wahrscheinlich im 6ffentlichen Sektor 
ebenso schwierig wie im privaten. Und schliesslich zeigt sich, dass die Produktions- 
anlagen der 6ffentlichen Hand gesamthaft wohl eine héhere durchschnittliche 
Lebensdauer aufweisen als jene im privaten Sektor, dass dies aber auf bedeutende 
Teile des 6ffentlichen Sektors nicht zutrifft. In bezug auf das wichtige wenn auch 
beschrankte Problem der Lebensdauer von Fabrikanlagen und maschinellen 
Einrichtungen liegen die Verhaltnisse in den beiden Sektoren sogar gerade 
umgekehrt. 

Der Autor zieht deshalb die Folgerung, dass die 6ffentlichen Investitionen viel 
weniger autonom sind als im allgemeinen angenommen wird und dass infolge- 
dessen eine die Interessen der wirtschaftlichen Stabilisierung verfolgende Investi- 
tionspolitik der 6ffentlichen Hand in starkem Masse von der Bereitwilligkeit und 
Fahigkeit der Regierung abhangt, ihre formalen administrativen Kontrollbefug- 
nisse iiber die verschiedenen 6ffentlichen Investoren auszuiiben. 


RESUME 


Dans quelle mesure les investissements publics sont-ils autonomes ? On recommande fré- 
quemment d’échelonner les investissements publics de telle fagon qu’ils exercent 
un effet stabilisateur sur l’économie. A cet égard, le comportement des investisse- 
ments publics en Grande-Bretagne, depuis la guerre, a été décevant, bien que cela 
ne ressorte pas des chiffres globaux, mais seulement d’une analyse détaillée de 
ceux-ci. Ce comportement décevant est motivé en partie par des considérations 
politiques; en outre, il s’explique partiellement aussi par l’incapacité ou la répu- 
gnance du gouvernement d’exercer ses pouvoirs formels de contréle sur les déci- 
sions des corporations de droit public en matiére d’investissement. 

Cependant il existe aussi des explications de nature purement économique. 
L’opinion selon laquelle les investissements publics sont autonomes est largement 
répandue - c’est-a-dire qu’ils sont indépendants de la situation du marché du 
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moment pour les produits finis. Cette fagon de voir repose elle-méme sur trois 
hypothéses concernant les facteurs déterminants de la politique en matiére d’in- 
vestissements publics: premiérement que le facteur «profit» n’est pas important; 
deuxiémement que les modifications 4 long terme de la demande pour les biens et 
les services qui sont produits par le secteur public sont relativement constantes; et 
troisiemement que la plupart des capitaux fixes en question sont extrémement 
durables. 

L’auteur passe en revue chacune de ces hypothéses et il en vient 4 conclure que 
pour chacune de sérieuses réserves sont de mise. Dans maints compartiments du 
secteur public, des considérations strictement commerciales de profits et pertes 
sont considérées comme importantes. De plus, l’estimation de l’évolution a long 
terme de la demande de produits finis dans le secteur public est probablement 
aussi difficile que dans le secteur privé. Et finalement, tandis qu’il s’avére que la 
durée moyenne des installations de production du secteur public est en général 
plus longue que dans le secteur privé, tel n’est cependant pas le cas dans d’impor- 
tants compartiments du secteur publics. C’est méme le contraire qui se produit en 
ce qui concerne le probléme important mais limité de la durée comparative des 
installations industrielles et des machines dans les secteurs publics et privé. 

Ainsi, auteur conclut que les investissements publics sont bien moins auto- 
nomes qu’on ne |’admet en général et que par conséquent la mise en jeu d’une 
politique d’investissements publics dans lintérét de la stabilité économique 
dépend dans une large mesure de la bonne volonté et de la capacité du gouverne- 
ment d’exercer ses droits formellement administratifs de contrdle sur les différents 
investisseurs publics. 





THE AFFLUENT SOCIETY? 


Professors Galbraith’s book seems to meet with an unprecedented success. This 
is reason for rejoicing. For the book is full of problems and ideas, it is a very serious 
book, highly original in part and thoughtful throughout. Its success may partly 
be due to its literary qualities. The author’s pen is brilliant, vivid, and often 
sardonic, reminiscent of Veblen’s; what distinguishes him from Veblen is that he 
is in much better humor, never satisfied with critical analysis but always procee- 
ding to remedial proposals, which he presents with lucidity and eloquence. 


I 


The story of the book, it is true, begins only on page 77. The preceding chapters 
can be skipped or rapidly scanned; they give a witty and suggestive characteriza- 
tion of the story’s central figure, which is called “‘conventional wisdom” and is 
rooted in experiences and original ideas of a past age, vested interests established 
on that basis, and the conveniences of conformity and inertia. By definition, 
conventional wisdom in an age of transition is hopelessly out of touch with changing 
reality and insists on antiquated policies, while missing new opportunities and 
denying the existence of new problems and dangers. The conventional wisdom 
in economic life has been formed in an age of poverty, and its preoccupation, 
hence, continues to be with that basic poverty, which is enhanced by the in- 
equality fundamental to 19th century society, and by the insecurity inherent in 
its technical mode of operation?. 

The defense of inequality as an incentive and as the source of capital formation 
is rejected by Galbraith; saving, he says, is the residue after luxurious consumption. 
One wonders whether he really thinks that Puritan frugality has either never 
existed or does not leave its mark even on today’s habits, if we compare them with 
Oriental or Roman luxury, which did not permit capital formation. One wonders 
whether a method, which now produces twenty billions (“‘ milliards’’) of dollars a 
year for capital formation—for the most part before dividends— is “‘ not an efficient 
way of capital formation” (p.81). Of course, the fading of the concern for in- 
equality cannot be explained by a triumph of equality; impressive figures are 
quoted (vide infra). But then we read (p.85) : “‘ There has been a modest reduction 
in the proportion of disposable income going to those in the highest income 
brackets’’—which turns out to be a reduction from 19 to 8% between 1928 and 
1946 for the 1% richest, and from over a third to 18% for the 5% richest! Is this 


1. A review article on The Affluent Society, by John Kenneth Galbraith, Boston 1958, Houghton Mifflin, 
x, 368 pp., $ 4.75 (European edition: London 1958, Hamish Hamilton, x, 288 pp., 21s.). 

2. The elegance of the book is marred in this historical introduction by some inaccuracies, particularly 
where the distinction between value-in-use and value-in-exchange is attributed to Adam Smith, and along- 
side of Menger and Jevons, John Bates Clark is credited with having originated the theory of marginal 
utility in the seventies. But these are minor flaws in the context of the book and leave the argument un- 
affected. 
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a lapse of editing or what else? That it is something else can be seen from the 
explanation that the flattening of the income pyramid is attributable to taxes 
at the top and to full employment and upward pressure of Wages at the bottom— 
industrial expansion which is decisive in making this possible, is conspicuously 
absent form the center of the argument, here as throughout the book. Progressive 
taxes and rising wages mean only redistribution of a given total; but ‘‘when the 
total is steadily rising, ... all are gaining, and attention shifts from the comparison 
of one’s income with that of others to the rise of one’s income from last year through 
this year to next year’’’. This is the real explanation of the fading concern for 
inequality. This reviewer confesses that, while inequality revolts him where 
redistribution would help to lift the poor to a minimum standard of decent 
living—the international inequality today—it does not concern him much where 
all have really enough, and many have more or much more. What surprises the 
reader is the absence of any emphasis on the growing international inequality 
today, the growing contrast between the affluent society and the societies of the 
underdeveloped countries, which cannot fail to produce a most sinister threat to 
the stability, economic and other, of the former‘. 


II 


The following chapter, on economic security, focuses on the proposition that it is 
not, as conventional theory has put it, maximization of profit which the big cor- 
poration as well as the small firm are seeking, but minimization of risk in the midst 
of the competitive hazards. Now this is precisely the thesis which Schumpeter— 
whom Galbraith does not quote except by way of polemic—so brilliantly presents 
in his discussion of the static theory of monopoly: monopoly is the means for the 
big corporation “‘ to keep its feet on the ground in the midst of the storm of creative 
destruction”, which is modern technological progress. The difference is that 
Schumpeter has in the center of his argument the progress of technology, that is, 
of productivity, while Galbraith links the minimization of risk to the competitive 
hazards without adding that the main competitive hazard in a dynamic age is 
technological. Or, in this writer’s frequent phrase, the difference between statics 
and dynamics is more important than that between monopoly and competition: 
there are both static competition without risk and dynamic monopoly with risk. 
Galbraith’s ‘‘ paradox”’ that, as production increases, the concern for production 
also increases is not a paradox at all: production increases because productivity 
increases, but the dynamic process which increases productivity also increases 
insecurity—in the static system there is no business cycle. 


g. Cf. the reviewer’s “‘The Interplay of Capitalism and Socialism in the American Economy’”’, Social 
Research, 1957, p. 92; German version in Hamburger Jahrbuch fiir Wirtschafts- und Gesellschaftspolitik, Tubingen 
1957; P- 30. 

4- Amost puzzling statement is found at the very beginning of the book (p.6). After deploring the 
misunderstandings which may endanger an affluent world, the author says of “‘a poor world” that here 
“the simple exigencies of poverty preclude the luxury of misunderstanding but... also and alas, no 
solutions are to be had”. The pious reservation of the “alas” does not hide the astonishing callousness of 
this remark on the part of an otherwise sensitive man. 
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The factual supremacy of productivity over security and equality is the old 
tenet of economic liberalism, which is not given any credit in Galbraith’s indict- 
ment of ‘‘conventional wisdom’’. He argues instead that production owes its 
paramount position in our set of values to the fact that it “‘enables us to avoid the 
ticklish questions of inequality and... insecurity; its importance is further buttres- 
sed by a dubious psychology of wants, an equally dubious interpretation of 
national interest, and powerful vested interests’’ (p. 124.)—the latter three to be 
discussed in later chapters. There is some truth in all this, of course. But essentially 
it means to put the cart squarely before the horse. If the expansion of production 
occupies the central place in our economic life, this is not simply a psychological 
fact (*‘set of values”’, “‘ psychology of wants”’ etc.) but a fact of economic structure, 
more narrowly of physical industrial structure. According to Galbraith, ‘‘im- 
provements in technology do not come by accident, they are the result of invest- 
ments in highly organized... knowledge and skills’’ (p. 126). Is that all? Is it not 
true that, for those improvements to be realized they must be incorporated in 
increasingly powerful machines, the building of which requires increasingly large 
machine-building industries, whose full employment requires, in turn, further 
orders for expansion at the same pace? Is it not true, then, that the compulsion to 
expand, far from being only a psychological craze, has been built into our physical 
structure of production? Is it not true that the required orders for more and 
stronger machines require that the consumers’ goods industries find outlets for 
the outputs of the additional machines they are to order, and that, having filled 
the known outlets, they must manufacture new wants, for the sake of keeping 
production going? Do we not, then, find ourselves, for purely technical reasons 
of the industrial structure, between the devil of the swelling orgy of superfluous 
goods and the deep blue sea of unemployment ?® The main criticism of Galbraith’s 
book is that it is exclusively in terms of the social psychology behind the demand 
and does not say a word on the structure of production, which determines the 
size of the supply®. 


III 


It is in the analysis of the demand that Galbraith is at his very best, which is 
admirable. He is mercilessly sarcastic in dealing, not only with the conventional 
wisdom but also with the professional sophistication which comes to its aid. The 
doctrine of diminishing utility implies the existence of an urgency of zero at some 
point where more production would be senseless. But this reasoning is restricted, 


5. Cf. my Vernunfiglaube und Religion in der modernen Gesellschaft (Liberalismus, Marxismus und Demokratie ), 
Tiibingen 1955, pp.27-30 and 237-246; “‘ Tendencies and Forces at Work in a Changing World”’, Kyklos, 
x (1957), Fase. 1, p.57. “ The Economy of Abundance”’, with Commentaries by Reinhold Niebuhr, Chester 
I. Barnard, John M. Clark, and Noel Sargent, Social Action, 1957, No.1, reprinted as a pamphlet by The 
Calvin K. Kazanjian Economics Foundation, Westport, Conn., 1957; German translation in Dokumente, 
August 1958; “‘Aprés le succés du capitalisme ot allons-nous?’’, Economie Appliquée, numéro spécial 1-2, 1959. 

6. I do not argue that the unemployment which is the alternative to further compulsory expansion 
would throw us back into the familiar problem of the business cycle. Unemployment on the ground that we 
have more purchasing power than we can reasonably use would be something totally different from the 
**classical”” unemployment, whose ground was that people did not have enough purchasing power to buy 
the things they needed. 
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by most recent theory, to a given point in time; it does not permit of an inter- 
temporal comparison because the state of mind of the individual may have 
changed, and the society may comprise partly different individuals at a later 
moment. This reasoning is meant to prove that society is not necessarily better 
off when it is rich than it was when poor—so we can never have enough. In this 
way the most advanced modern economists evade the question of the origin and 
dignity of the wants for the new products and succeed in taking any and all wants 
as of equal legitimacy, and their satisfaction as a worthy task for production. 
According to Galbraith, this argument is repugnant to common sense and contrary 
to logic. For ‘‘if the individual’s wants are to be urgent, they must be original with 
him. They cannot be urgent if they must be contrived for him. ...One cannot 
defend production as satisfying wants if that production creates the wants” 
(pp- 152/153). 

It is the time-honored defense of the rich that they have plenty of worries which 
the poor are spared. Now American economists prove that America cannot be 
rich enough; that, in point of fact, to the scientific judgment America is not better 
off than India; and implicitly, that Keynes’ dire prophecy of the day when 
economists may no longer be needed can never materialize. One may also reverse 
the argument: if we are not better off one way we cannot be worse off the other 
way; when we get poorer we may be in a different state of mind, and the society 
will partly comprise different persons. If economic science is not to lose all meaning, 
it is time to defend it, as Galbraith does so valiantly, against the economists 
hiding in the jungle of their concepts the vested interests of their nation and their 
profession. 

Putting into the center again the expansionist structure of production, the 
critical point obviously is reached where production and the purchasing power 
derived from participating in it begin to exceed spontaneous wants, so advertising 
must fill the gap by synthetic wants if we are not to plunge into unemployment. But 
this statement of the problem is still crude, suggesting as it does a given structure 
of wants, while they do grow, nay, their growth is essential to the growth of civili- 
zation. Or in other words, there is a legitimate if limited place for advertising, 
presumably not in the form ofa special industry but in that of producers themselves 
informing the public of new products designed to satisfy wants—consumers 
cannot buy what they have never heard of. Galbraith seems to take all advertising 
as the criterion of synthetic needs. The borderline between necessary information 
and our type of advertising may be found where advertising becomes a special 
industry because its volume begins to grow more than in proportion to the growing 
national income; this is proof of growing difficulties in marketing the growing 
outputs’. Advertising now stands at $10 billion a year and rises annually by one 
billion. 

The identification of economic power with military power is Galbraith’s next 
target. Once more the refusal of the profession to distinguish authentic needs from 
unauthentic ones makes it impossible to cut down consumption goods industries 
in order to increase war production. In the Second World War this did not become 


7. For this argument cf. the French article referred to in note 5. 
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visible because the abruptly needed war production could be accomodated in the 
vacuum of unemployment which was inherited from the preceding depression; 
the total grew by the added war production. But in the Korean war it proved to 
be politically impossible to cut down consumption; it would have destroyed the 
**morale’’ of the nation. All this follows from the alleged identity of industrial 
capacity with military power. Against this Galbraith shows in an impressive 
argument how the destruction of vast sections of the city of Hamburg in summer 
1943 strengthened the war industries by annihilating all kinds of civilian activities 
and civilian jobs and forcing the survivors into war production—a most striking 
refutation of the Churchill-Lindemann theory of “‘area bombing’’. 

The analysis of advertising as the means to sustain production leads one further 
step to consumers’ credit, which is the financing of the wants created by adver- 
tising. This is a topic which has found relatively much attention in recent aca- 
demic and public discussions. Galbraith contributes the following figures. 
Instalment credit increased by 63% in five years, on automobiles almost 100%, 
while disposable income rose by 21%. Total consumer’s debts (not including 
real estate loans) stood at 41.3 billions in 1956. This adds one more question to the 
discussion on the stability of the American system, after the first big question, how 
long advertising can go on inventing new wants and inculcating them upon people. 


IV 


Credit creation leads to inflation. The chapter on inflation is again very ingenious. 
The problem is the timing of the marking up of prices in big industry. In a purely 
competitive market price would rise and fall with demand. In the controlled 
market, which is the rule in industry, the marking up of price, which is made 
possible by a rise of demand, can be delayed, and a “‘ margin of unliquidated gains 
from unmade price advances’”’ is preserved until a moment which appears more 
propitious for long-range maximization of profits, as distinguished from maximi- 
zation of current revenue. E.g. wage advances caused by higher living cost shift 
the blame to the workers and will justify before the public the delayed price 
advances. But “‘it is plain that a firm that advances its price after a wage increase 
could have done so before... The wage increase did nothing to enable it to get the 
higher price’’. 

Inflation, in the conventional wisdom, is supposed to be controllable by 
monetary policy, that is, by the Central Bank and the banking community. 
Their prestige was at a low ebb in the thirties but rides high again. Now it is true 
that small business and farmers will borrow less at a higher rate. But big business 
will not be affected for quite a while, because of the margin of ‘‘unmade price 
advances”’; if wage increases can be passed on, so can higher interests. (And for 
years the necessity of having a margin of price to meet investment requirements 
has been the standard argument in line with the general emphasis on expansion.) 
Such firms may even have the alternative of going directly to the market for 
additional funds. As for consumers’ credit, the rise of the rate of interest can be 
easily disguised because the bulk of the monthly instalment payments is on the 
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price of the product, not on interest, and a slight lengthening of the period of 
payment or some change in the other complicated conditions will make the rise of 
the rate completely invisible. As a result, then, large-scale production will be 
sustained from both the investment side and the side of credit-financed orders. 
Only after quite some time would the squeeze be felt by big industry, and it would 
then do more harm than good and would be called off. Meanwhile, however, it is 
popular with the spokesmen of conventional wisdom because, while it hurts the 
little fellow, it does not interfere with industrial expansion and can still be credited 
with price stabilization if increases in industrial prices are offset by some fall in 
food prices etc. The individual parts of this argument may not all be new but 
the whole seems highly original to this reader. 

The true remedy for inflation is fiscal policy, of course. But this runs into 
insuperable obstacles, not only because it would do its job by reducing production 
and employment, which must not be touched, but also on the political ground that 
reverence for the cutting of the budget has come to assume, in the Congress of the 
United States, the role of a solemn rite to be performed once a year upon the 
opening of the annual budget discussion. The result is that both conservatives 
and liberals, for all the pious assurances to the contrary, prefer inflation to its 
remedies; in point of fact, inflation is normal to high production. 


Vv 


By ‘‘Social Balance”’ our author understands the balance in the demand for the 
various goods, of which the criterion is the maximization of satisfactions in con- 
sumption. A brilliant chapter discusses the lack of such balance and such maxi- 
mization. A living symbol is the lavishly opulent city of Los Angeles, where the 
air is known to be unbreathably polluted a large part of the year, without the 
public services being granted the money to purify it. We have automobiles but no 
parking space in the streets, private airplanes but no adequate traffic control in 
the air, “‘private opulence and public squalor’’. Private expenditure is good 
because it is private enterprise which has made America great and constantly 
expands the industrial structure, while government expenditure is socialism and 
means taxes, which inevitably diminish the demand for privately produced goods. 
The vast machinery of advertising and debt creation serves the private sector 
exclusively; you can advertise bigger automobiles but not cleaner streets or better 
education. Inflation does not harm, and may occasionally help, private production 
but weakens government whose functionaries cannot raise their incomes pari passu 
with rising prices. On the other hand, precisely because the demand for public 
services is not artificially enlarged by such destabilizing tricks as advertising and 
debt creation, therefore those services would be stabilizing elements in any econo- 
mic contraction. 

The last part of the book is given to the discussion of ingenious remedial 
devices. Being deeply pessimistic on the fight against the corroding force of 
inflation in a constantly expanding economy, Galbraith suggests that we should 
be in a position to afford occasional cuts in production and employment without 
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thereby creating the misery traditionally associated with unemployment. The 
answer to this question is in a “‘Cyclical Graduated Compensation” for un- 
employment: a rate rising and falling with rising and falling total unemployment. 
The unemployment that there is in relatively prosperous times is for the most part 
the transition from one job to another, and the compensation need only tide the 
worker over this period; a small payment for a limited period cannot add to the 
inflationary pressure, nor would such a payment be a reward for laziness. But 
heavy and prolonged unemployment should not be permitted to plunge its 
innocent victims into misery. In such a situation high amounts of payments will 
not have inflationary effects because the labor force is far from being fully utilized; 
they will add to the demand for goods and will thus act as a built-in stabilizer. 
Nay, this measure would stabilize a large part of total income, and the one that 
is most dangerously undermined by commitments for instalment payments. 

Taxes are the source of public services, and to redress the balance between 
private and public expenditures requires high taxes, outside the always assured 
top priority of military requirements, because the neglected public services are 
vastly more urgently needed than additional privately produced goods. Liberals 
in particular should understand that better education and more housing and 
hospitals would benefit the poor far more than a reduction of tax rates in the 
lower brackets—the liberal panacea. The neglected services are mostly in the 
state and municipal sectors, and it is here that the author proposes one more 
shocking innovation: the liberal use of the abhorred sales tax. For in the affluent 
society even the poor are far more richly equipped with goods than with the 
services which would help their children to rise above poverty, and the more 
affluent the private sector of the economy the more richly would the public 
services be financed. 

While in the affluent society the problem of equality is no longer in the central 
position, there still is a minority of really poor people, primarily in backward rural 
areas, who are in danger of being forgotten or perhaps despised. Every thirteenth 
family in the United States still has a cash income of less than $1000. Some 
poverty is attributable to individual defects, but there also is insular poverty in 
depressed areas, where people cling to their homes despite the frustrations to which 
their environment subjects them. The most important step in the attack on this 
kind of poverty is to see that it be no longer self-perpetuating. At this point the 
redress of the balance between the public and the private services finds a special 
application. One thinks of Myrdal’s “‘ circular causation’’ here. And what might 
be added is a reference to the fact that many or most substandard incomes in the 
u.s. are strictly attributable, not to economic but to sociological reasons, primarily 
racial discrimination, which is being gradually overcome. 

No originality should be claimed for the proposition that the shortening of the 
work week proves the relative reduction in the urgency of more goods; nor for the 
statement that work in more pleasant surroundings may be preferable to fewer 
hours of less pleasant work. Nevertheless the emphasis on the rapidly growing 
membership of the ‘‘ New Class’’, whose primary reward is, not money but a job 
they like, and whose ambition it is to do their work well because they like it, is 
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highly suggestive and opens a new horizon, in which to understand automation 
and the reduction by it of mere toil. This certainly is not the last word in the 
discussion, but a contribution it is. 


VI 


The one basic weakness of the book, the neglect of the problems of the industrial 
structure, is felt throughout the discussion of the remedial policies again. The 
discussion seems to be predicated on something like the early liberal assumption 
of a practically unlimited flexibility of the industrial structure in response to 
changing market conditions. Consider this statement: ‘‘If it (sound strategy) 
inquires how we escape the present pre-occupation with production... or what 
is to fill the seemingly vast vacuum which abandoning this race would leave in our 
lives, then it is well that there be answers’’ (p. 283). The point is ‘‘ pre-occupation’”’, 
a psychological category, not oversize, an economic-technical category. In terms 
of remedies this means that the specific problems of that change in industrial 
structure which alone would make it possible to ‘‘ escape the present pre-occupa- 
tion with production”’ remain unknown to the reader. These are problems of 
economic planning, a planning very different in nature from anything normally 
covered by this word in both technical and political discussions. Technically, the 
problem is not one of expanding but of reorganizing a given size, so as to break the 
compulsion to expand. Politically, it has nothing to do with socialism or labor, 
neither of which has any affinity to such a program; this is a new age with new 
unprecedented problems. The unprecedented nature of the problems under 
discussion is insisted upon by Galbraith throughout; it is regrettable that his 
very rich, brilliant, and deserving book should not go far enough but should stop 
short of the new economic problems. 


New School for Social Research, New York EpDuARD HEIMANN 


SUMMARY 


> 


Galbraith deplores the “‘ pre-occupation”’ in the affluent world with production 
and the fading of the concern for equality and security. He does not see that the 
central problem of the affluent society is, not the psychology (“‘ preoccupation’’) 
behind the demand but the supply-determining technical structure of production, 
which has made expansion to the level of affluence possible and now forces for its 
own full utilization further expansion at the same pace. Expansion, of which all 
participants in production are beneficiaries, is solving, or must soon solve, the 
problems of poverty and thus pushes the traditional panacea of equalization of 
incomes into the background. On the other hand, the dynamics of expansion and 
technology cannot be had, even under monopoly, without hazards far greater than 
those of mere competition. 


5 
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The strenght of the book is in the analysis of the demand side. Against the 
dominant theory according to which the satisfaction of wants is the legitimate 
purpose of production, Galbraith maintains that it cannot be legitimate where 
production itself must manufacture the wants by way of advertising campaigns in 
order to be able to satisfy them. (Galbraith’s judgment on advertising, however, is 
too narrow: as long as production is forced to expand it would break down 
without more and more advertising.) The conventional equation of industrial 
expansion with military power is effectively refuted by Galbraith. Instalment 
credit, growing by leaps and bounds under the pressure of advertising, undermines 
economic stability and adds to the inflationary tendency, which, all pious declara- 
tions to the contrary, is preferred by the politicians to remedial taxation and 
reinforces the growing contrast between “‘ private opulence and public squalor’’. 
A number of ingenious remedial proposals are advanced. 


ZUSAMMENFASSUNG 


Die « Uberfluss-Gesellschaft». Galbraith beklagt das Uberwiegen des Interesses in 
der Uberflusswirtschaft an der Produktion und die wachsende Gleichgiiltigkeit 
gegeniiber Einkommensausgleich und Sicherheit. Er verkennt, dass das zentrale 
Problem der Uberflusswirtschaft nicht in der Psychologie des Bedarfs liegt 
(«iiberwiegendes Interesse»), sondern in der physisch-technischen Struktur der 
Industrie, die Expansion bis zum Uberfluss méglich gemacht und nun fiir ihre 
eigene Vollbeschaftigung weitere Expansion im gleichen Tempo erzwingt. Da 
Expansion die Kaufkraft aller Produktionsteilnehmer erhéht, so lést sie jetzt oder 
etwas spater die Probleme der Armut und drangt die traditionelle Lésung durch 
Einkommensausgleich in den Hintergrund. Andererseits ist industrielle Dynamik 
selbst unter Monopolen nicht ohne gefahrliche Ungewissheiten, die diejenigen 
eines blossen Wettbewerbs weit iibertreffen. 

Die Starke des Buches liegt in der Analyse der Bedarfsseite. Gegen die herr- 
schende Theorie, wonach Befriedigung aller Bediirfnisse der legitime Zweck der 
Produktion ist, macht Galbraith geltend, dass dies unlogisch ist, wo Bediirfnisse 
erst von der Produktion mittels der Reklame geschaffen werden miissen, um be- 
friedigt werden zu kénnen. (Galbraiths Urteil iiber die Reklame ist aber einseitig: 
solange die Produktion zur Expansion gezwungen ist, wiirde sie ohne mehr und 
mehr Reklame niederbrechen.) Die iibliche Gleichsetzung von industrieller 
Expansion mit militarischer Macht wird wirksam widerlegt. Das iibermassige 
Wachstum des Abzahlungskredits unter dem Druck der Reklame untergrabt die 
Stabilitat und tragt zur Inflation bei, die allen frommen Beteuerungen zum Trotz 
den Politikern lieber ist als die Abhilfe durch Steuern, und die wachsende Kluft 
zwischen privater Uppigkeit und 6ffentlicher Armeleuteduft erweitert. Eine 
Anzahl von héchst sinnreichen Abhilfsmitteln werden in Vorschlag gebracht. 
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RESUME 


«L’économie pléthorique». Galbraith déplore, dans l’économie pléthorique, l’in- 
térét primordial pour la production et l’indifférence quant 4 |’égalité des revenus 
et la sécurité. Il ne percgoit pas que le probléme central de l’économie pléthorique 
ne réside pas dans la psychologie (intérét primordial) présidant 4 la demande, mais 
dans la structure technique de l’industrie, qui a rendu possible l’expansion 
jusqu’au stade de la pléthore et qui maintenant nécessite pour son propre plein 
emploi une continuation de |’expansion au méme rythme. Comme I’expansion 
accroit le pouvoir d’achat de tous les participants 4 la production, elle résoud tét 
ou tard le probléme de la pauvreté et repousse ainsi 4 l’arriére-plan la solution 
traditionnelle par l’égalisation des revenus. D’autre part, la dynamique de I’ex- 
pansion industrielle et de la technologie n’est pas sans impliquer, méme sous le 
régime des monopoles, des incertitudes dangereuses, largement supérieures a 
celles qui résultent de la simple concurrence. 

Le point fort de l’ouvrage réside dans l’analyse de la demande. Contrairement 
a la théorie dominante selon laquelle la satisfaction des besoins est le but légitime 
de la production, Galbraith soutient que cela est illogique 1a ou la production doit 
elle-méme susciter les besoins au moyen de campagnes publicitaires en vue d’étre 
a méme de les satisfaire. (Le jugement de Galbraith sur la publicité est cependant 
par trop unilatéral: tant que la production sera forcée de s’accroitre, elle risquera 
de s’effondrer si elle est privée d’une réclame toujours plus poussée.) La compa- 
raison habituelle de l’expansion industrielle avec la puissance militaire est réfutée 
efficacement par Galbraith. Les ventes a crédit, qui vont se multipliant sous la 
pression de la réclame, ébranlent la stabilité économique et contribuent a favoriser 
P inflation que, malgré toutes leurs pieuses déclarations, les politiciens préférent 
aux impéts susceptibles de remédier a la situation et qui renforce le contraste de 
plus en plus grand entre l’opulence privée et l’indigence publique. L’auteur pro- 
pose toute une série d’ingénieux remédes. 





KEYNES, KEYNESIANS, AND MR. JACOBSSON: 
A NOTE 


The collected articles and adresses by Mr. Per Jacobsson make an impressive 
volume!. He has been at the centre of things for some forty years, watching 
developments with his keen, sensitive mind. Very notable is his power of perceiving 
the broad trend or the significant departure amid the mass of detailed happenings. 
He does not forget the past; thus he is able to bring to bear upon his appraisal 
of passing events the lessons of history—of history, not as it has been narrated, 
so often wrongly, in the history books, but as it was currently interpreted by his 
superior intelligence. We are lucky to have such a man as Managing Director 
of the International Monetary Fund. 

Trained in the great Swedish school, he is well versed in fundamental theory. 
A combination of this expertise with so wide a knowledge of the practical function- 
ing of central banking must be rare indeed, if not unique. He is not a dogmatic 
theorist, but rather, one would say, eclectic, and always alive to new thought. 
Throughout the long period he has maintained his advocacy of a flexible monetary 
policy and his belief in the potency of the rate of interest. This is allied to a wider 
faith in the market mechanism and a scepticism about the value of controls. 
By his experience essentially a European, and keenly alive to the problems of 
Europe, he by no means favours a European closed shop, but advocates open 
trading relations with the dollar world and the convertibility of currencies. The 
Americans have tended since the war to regard themselves as the foremost apostles 
of commercial multilateralism and monetary orthodoxy; Mr. Jacobsson’s address 
to the National Industrial Conference Board (1952), in which he pointed out that 
continental Europe had a lead over the United States in reverting to flexible 
monetary policies, including monetary discipline, and economic liberalism in 
recent years, must have created quite a stir. 

Since it is impossible to enter into the details of Mr. Jacobsson’s comments 
over so vast a domain (world monetary happenings from 1925 to 1957), it may 
be well to concentrate upon one point of criticism. The attitude of a monetary 
theorist to Keynes remains to-day a point of interest. He has some just remarks 
about Keynes in relation to the post-war situation®. For instance on page 211 
he writes: ‘‘ He attached great importance to the effect of changes in credit con- 
ditions and in the rate of interest in particular; only he believed current savings 
before 1939 to be more than adequate, necessitating the maintenance of very low 
rates, especially if full employment was to be restored. After the wartime destruc- 
tion of capital assets and the marked decline in the post-war flow of savings, even 
with full employment, Keynes, had he lived, would logically have been in favour 
of a higher interest level.’”? That is correct. There is also an appreciative article 
(‘* Keynes: Costs and Controls’) on Keynes’ attitude to the problem of wage costs. 


1. Some Monetary Problems—lInternational and National, London 1958, Oxford University Press, 374 pp. 42 s. 
2. Incidentally Keynes first proclaimed “‘The End of Laissez-Faire”, not in Berlin in 1926, but in 
Oxford in 1924. 
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But it has evidently become a catch phrase with Mr. Jacobsson, since it occurs 
in two separate papers (p.257 and 313), to say that “if Keynes were alive to-day 
he would not be a Keynesian”. What does “‘ Keynesian’? mean? Perhaps the 
reviewer of a book containing personal retrospects may be allowed to match 
them with his own. Mr. Jacobsson seems to regard a Keynesian as an all-weather 
advocate of cheap money, regardless of the danger that over-investment may 
cause inflation. I knew the mind of Keynes intimately over a longer period than 
any other economist, except for two (H. D. Henderson and D.H. Robertson) who 
could not agree with him in his later developments*; and I wrote a summary of 
his General Theory, which had his imprimatur‘. I therefore claim the right to be 
regarded as a Keynesian and should gladly be so regarded. 

In post-war Britain it seemed to me that inflationary pressure would be so 
great that it would be wise to keep a direct control over investment—though in 
other respects allowing the market mechanism to revive; if direct controls were 
adequately curbing investment, a high interest rate would be an unnecessary 
expense, precisely as in wartime. When the British government failed to use its 
direct controls to prevent investment reaching an inflationary level, I inveighed 
heavily against it. Later, after the passage of five years, when the worst of the 
post-war pressures were over on the one hand, and yet there continued to be a 
moderate pressure and was still no prospect of demand being insufficient to main- 
tain full employment on the other, I judged it time to bring a flexible monetary 
policy to bear on the situation. In all this I believe that I was a ‘‘ Keynesian’. 

It may be felt that this is mere verbal quarrelling. What is ‘‘ Keynes’”’ except 
six marks on a bit of paper? There was once a great man who bore that name; 
he had a very full life and much influence in his day; but he died quite a long time 
ago now. If Mr. Jacobsson and others choose to apply the word “‘ Keynesian’’ to 
all-weather inflationists—well, we are not antiquarians, it may be said; we must 
leave such nice disputes to the professors of the history of economic doctrines. 

There is a most grave objection to such a policy of indifference. For if we allow 
the use of *‘ Keynesian’’ in Mr. Jacobsson’s sense, what word are we to use for 
quite a different sort of people, namely those who adhere to the system of thought 
of which Keynes was the author? It may be most needful to refer to them occasion- 
ally. And here I must regretfully add that, from the evidence of references to 
Keynes in his interesting lecture on Wicksell (ch.13), I do not judge that Mr. 
Jacobsson has thoroughly understood Keynes’ system. 

On the subject of Wicksell I should like to revert to a personal note. I believe 
that Mr. Jacobsson does less than justice to non-Swedes, when he writes that at 
his death (1926), ‘‘Wicksell was still unknown internationally” (p.227). When 
in 1922 I had to equip myself to give lectures in the University of Oxford on 
Currency and Credit, I was advised to read Wicksell—unhappily I forget by 
whom; it may have been by Moritz Bonn. I acquired the German text of Volume 2, 
and struggled with it. And invariably, when giving a reading list in the opening 


3. Prof.E.A.G. Robinson, however, should be reckoned as matching me in this regard. 
4. Econometrica, January 1937. 
5. In Are These Hardships Necessary? and numerous other writings. 
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of my lectures in Oxford all through the ’twenties, I recommended Wicksell for 
those conversant with German. I believe that he was the only author not available 
in English, who was included in my standard list of books. 

There is no doubt that Wicksell was a seminal writer of the very first impor- 
tance; he has his secure place. Although he anticipated Keynes in one central idea, 
and that all important, it must be confessed that there remained much confusion 
in his thinking. It may be the master’s fault, and not Mr. Jacobsson’s, that there 
is an apparent contradiction in this lecture on Wicksell between the identifi- 
cation of “‘real’’ capital with “‘machinery, stock-in-trade and so on”’ on pages 
230/31, and the identification of “‘new real capital’’ with ‘‘increased savings”’ 
on page 233. 

The point about Keynes is that he produced a total system, with the full inter- 
dependence of its parts clearly set forth. Wicksell never did. There is much to 
modify in Keynes; he is static, not dynamic; there are verbal ambiguities. I am 
confident that it will be quite clear to one who knows Keynes’ system that Mr. 
Jacobsson has never found time, amid his distracting duties, to master it. 

This brings me on to a more practical point. Mr. Jacobsson has been greatly 
concerned with, and had heavy responsibilities in relation to, the long period of 
inflationary pressure since the war. He has been rightly irked by the ‘“‘ Keynesians”’, 
as he wrongly calls them, who failed to appreciate the dangers of over-investment, 
who underestimated the importance of currency stability and who wished to plug 
on with a policy of cheap money through these difficult times. But may it be that 
now we have reached a different phase? May it be that 1958 corresponds in some 
respects to 1928 after the First World War, and that we may now have to face 
a prolonged period of insufficient demand? In these circumstances it may be 
important to understand, to the very bottom, the thought of Keynes, who fixed 
the sharp beam of his intellect upon the recession of the ’thirties. 

For the last time I would make a personal observation. When in July 1952 
I became temporarily attached to the research staff of the International Monetary 
Fund, Mr. Jacobsson came to my home in Christ Church, Oxford, by an odd 
inversion of roles, to give an address to the international conference of bankers 
there assembled. I conceived it to be my first duty at the International Monetary 
Fund to convince Mr.E.Bernstein that a minor recession was proceeding in 
Europe. Mr. Jacobsson said nothing about this recession at Christ Church. It is 
fair to add that in the same month he did refer to it in an article in the Quarterly 
Review of Skandinaviska Banken. No doubt his Swedish audience was the more 
sophisticated of the two. 

In the Swedish article he appe red not to take the recession too tragically. 
He was proved quite right; for it was followed by an investment boom in Europe 
of unprecedented magnitude. But I venture to suggest that he will not be proved 
right, if, his mind still full of the inflationary pressures of the last twenty years, 
he does not take the existing world recession very seriously. 

In a recent address® he assuaged anxieties about the current shortage of inter- 
national liquidity by pointing out that if we take 1928, rather than 1938, as our 


6. To the New York Section of the American Finance Association, 14 November 1958. 
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yardstick, the position is not too bad’. 1928 is not a good year to take, as we may 
remind ourselves if we think of what happened in 1929-1939. In this connection 
it is interesting to observe that Mr. Jacobsson did not consider the gold position 
in 1928 altogether satisfactory, when speaking in 1929 and 1938 (pp. 109 und 117 
of this volume). 


Christ Church, Oxford (United Kingdom ) Roy Harrop 


7. International Financial News Survey, 21 November 1958, p. 168. 








STABILITY 
AND PROGRESS IN THE WORLD ECONOMY! 


This volume contains the proceedings of the First Congress of the International 
Economic Association, held September 1956 in Rome. The five main addresses 
(listed below?) are printed in full, as are also the comments of the two discussion 
openers on each of the five subjects (also listed below in brackets after the main 
speaker). These are followed by a summary of the open discussion and each section 
concludes with the reply to the discussion by the main speaker. In addition, the 
volume also contains the text of the address to the members of the Association by 
the late Pius xm at Castel Gandolfo and the opening address by Prof. Papi as rector 
of Rome University. 

The list of speakers and of discussion openers could hardly have been more 
impressive. Perhaps one may express some regret that none of the main speakers, 
and only one or two? of the discussion openers come from the poorer countries 
which are such an important part of the ‘“‘world economy”’ and whose problems 
were in fact so prominent in the discussion. With all due respect to Prof. Viner—his 
paper is in fact a brilliant performance—one regrets specifically that the problems 
of the poorer countries were not dealt with from ‘“‘the inside”’. 

It is a tribute to the skill of the editor, Prof. D. C. Hague, that the summary of 
the free-for-all discussion makes interesting reading and seems to form a natural 
part of the argument (more so, one suspects, than would appear to the listener in 
Rome). As rare shortfalls from a high editorial standard, the reader should 
perhaps be warned that the account of Prof. Gudin’s contribution in the discussion 
is marred by a serious misprint: when speaking of the proportion of the British 
national income invested abroad before 1914, Prof. Gudin must have mentioned 
a figure of 744%, not 144% (p. 87); in Prof. Haberler’s paper, readers may be 
confused by the mishap of rendering an intended “‘stable’’ as “‘unstable”’ (p. 159). 

Sir Dennis Robertson’s paper on “‘Stability and Progress: The Richer Coun- 
tries’ Problem’’, must have been a delight to listen to. It reaches heights of bril- 
liancy, and is full of his special kind of illuminating wit. If any critical comment 
can be made on this paper, it is that the problems of the richer countries are 
considered too much in isolation. To illustrate : the importance of increased output 
in the richer countries may not appear very high in terms of the needs of the richer 
countries; but it will appear in a very different light if the needs of the poorer 
countries are remembered. (This point was in fact made in the discussion.) Or 


1. Acomment on D. C. Hacue (ed.) Stability and Progress in the World Economy. The First Congress of the 
International Economic Association. London 1958. Macmillan. xv, 267 pp., 25 s. 

2. Section 1: Stability and Progress: The Richer Countries’ Problem. Sir Dennis Robertson (Prof. Dupriez; 
Prof. Keirstead). Section 2: Stability and Progress: The Poorer Countries’ Problem. Prof. Viner (Prof. Vakil; Prof. 
Nurkse). Section 3: The Quest for Stability: The Real Factors. Prof. Perroux (Prof. Hicks; Prof. Schneider). 
Section 4: The Quest for Stability: The Monetary Factors. Prof. Haberler (Prof. Lindahl; Prof. Papi). Section 5: 
International Stability and the National Economy. Prof. Lundberg (Prof. Byé; Prof. Lewis). 

3. Depending on how one counts Prof. Lewis, who so happily straddles both worlds. 
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again, Sir Denis refers to monetary policy (p. 37), but without mentioning the 
impact, so strikingly demonstrated in the recent past, of monetary policy on 
commodity prices and hence on the poorer countries. This, however, is more a 
criticism of the (perhaps inevitable) division of the assignments, rather than of Sir 
Dennis’ discharge of his own assignment. The references in his paper to ‘Lord 
Chief Justice Comparative Advantage”’ seem to have cast a mesmeric spell over 
the whole congress. They also seem to foreshadow the recent report by the Four 
Wise Men of catr. Some readers will enjoy the highly unusual spectacle of Sir 
Dennis being taken to task (by Prof. Dupriez) for being too mechanical in his 
approach, in suggesting that countries ought to fix their desired rates of growth. 
(Subsequently, Prof. Perroux’s paper brought powerful support for this suggestion. ) 

Turning to Prof. Viner’s paper on the problems of poorer countries, we may 
note as perhaps symptomatic, that twice as much space was allocated to the 
problems of poorer countries, and that this ratio was even exceeded in the free- 
for-all discussion. Not only that, but the problems of poorer countries had a way of 
breaking into the discussion of the problems of the richer countries as well as of 
international stability. Not so long ago, this distribution of interest as between the 
two problems would certainly have been different. 

Prof. Viner’s paper, in its different way, is fully the peer of Sir Dennis’. It is a 
little on the iconoclastic side; the assorted heads of Keynesians, land reformers, 
planning bureaucrats, protectionists, etc. are rolling in the sand. Its brilliance has 
already been acknowledged. 

One or two critical comments on this paper may be made. For instance, Prof. 
Viner refers to “‘export taxes which the poorer countries use, perhaps unsuccess- 
fully, to raise their export prices”’ (p. 54). This is a surprising comment: is it not 
the fact that poorer countries use export taxes not in a slump, when they might 
wish to raise their export prices, but rather in a boom when they want to neutralize 
the inflationary effects of high export prices? Prof. Viner’s statement that “‘the 
single-factoral terms-of-trade index, though inconclusive, is clearly and un- 
questionably superior to the net barter or commodity terms of trade index as 
representing the trend of national gain from trade”’ (p. 54) also appears doubtful, 
but since the reviewer has made this point elsewhere‘ in more detail, it will not be 
pursued here. 

However, the hot debate on terms of trade may in any case be rather less 
relevant than the protagonists think. If foreign trade in the poorer countries 
provides a ‘‘vent for surplus’’®, then obviously the true social cost of producing 
exports would in any case be nil or small, and the whole question of terms of trade 
would be relegated to a lesser order of importance. Furthermore, as a matter of 
practical policy, the issue is also not too important, since the poorer countries in 
their need for foreign exchange should promote their exports since the social 
value of foreign exchange to them is in excess of the corresponding value in terms 


4. See my contribution to the volume in honour of Prof. Gudin, Terms of Trade—Barter vs. Factoral—And 
Gains from Trade, in “‘Contribucioes a analise do desenvolvimento economico”’, Rio de Janeiro 1957. 

5. See Hta Myint, “The Classical Theory of International Trade and the Under-developed Countries”’, 
Economic Journal, June 1958. 
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of domestic resources. On both counts, “‘true terms of trade’? would be more 
favourable to the poorer countries than the figures might suggest. 

Another point on which the reviewer would take issue with Prof. Viner, is his 
statement that “‘where the imports consist largely either of luxuries or of machinery 
and other supplies associated with investment in durable production facilities, the 
demand for imports has high income elasticity, and the decline in export receipts 
during depression therefore does not result in severe pressure en their international 
balances of payments”’ (p. 59). This view, indicative of Prof. Viner’s tendency to 
optimism on the international aspects of development, seems to neglect a fact of 
life: the desire for development and the derived demand for imported capital 
goods does not appear to poor countries as having high “‘elasticity’’. On the 
contrary, it might be called an inferior good in so far as the lower the incomes, the 
greater that desire to raise them which results in demand for imported capital 
goods. In this sense, the income elasticity might even be called negative. It is 
interesting to note that Prof. Lundberg and Byé take a very different view from 
Prof. Viner’s, when dealing with international instability (Section v), as does 
Prof. Kitagawa of Japan in the discussion of Prof. Viner’s paper. 

Prof. Viner also seems to be too optimistic when he says that “‘if the problem of 
the major business cycle really has been largely solved by the richer countries, then 
the problem of the instability of the prices of primary products on world markets 
will not be nearly so serious in the future as it has been in the past’’ (p. 60). Recent 
experience does not seem to bear out this view. 

The paper by Prof. Perroux on “‘Real Factors”’ is an excellent representation 
of the trends of thought underlying economic planning as practiced in Western 
European countries. Although the language of his paper is not always easy to 
follow, the main ideas stand out clearly enough, with their emphasis on auto- 
nomous investment—by no means only public investment—on regional problems 
and on “‘strategic”’ fields of growth (“‘poles of development’’). The paper indicates 
the distance which thinking has moved away from Keynes—where are the money 
illusions of yesteryear?—and also from Schumpeter—where are his clusters of 
innovators? No student of the problems involved will want to miss the contribution 
to the discussion by Prof. Hicks, with a lucid explanation of why ‘“‘induced in- 
vestment”’ should not be written off as an obsolete idea. 

Prof. Haberler’s survey of monetary vs. real trade cycle theories is a model of 
judicious caution. In fact, one can strongly recommend his paper to students as a 
survey of contemporary trade cycle theories. Not surprisingly, his general con- 
clusion is that “‘modern theory has tended grossly to under-estimate the im- 
portance of the monetary factors’’ (p. 164). This reviewer would question, 
however, Prof. Haberler’s final conclusion that monetary factors, while important 
in trade cycles, are not important in long-term economic growth. When stating 
his conclusion Prof. Haberler must have disregarded the problems of the poorer 
countries: would he really maintain that the spread of a money economy and the 
creation of monetary institutions are not of crucial long-term importance at 
early stages of economic development? The discussion following Prof. Haberler’s 
paper revealed a division as between those economists who thought that prices 
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should fall in accordance with rising productivity (specially Prof. Lindahl and 
Veit), those who thought that price stability was a difficult enough target (Prof. 
Haberler and Sir Dennis Robertson) and finally those in some sympathy with 
“controlled inflation’’ (this group was not strongly represented at the Congress 
but Prof. Vickrey was its clear spokesman). 

Prof. Lundberg’s final paper is also eclectic and judicious with a useful catalogue 
of factors producing international disturbances. The discussion following his 
paper brought out a number of problems previously submerged in the discussion. 
Is there a conflict between growth and stability? If so, are there criteria for 
choosing or combining? Is internal stability in individual countries enough for 
international stability? Are there long-term structural factors making for inter- 
national stability ? Contrary to views expressed by earlier speakers, Prof. Lundberg 
recognizes clearly that “‘not much hope can be pinned on an efficient internal 
economic policy to solve this type of unbalance in poor countries with ambitious 
development programmes” (p. 226). Even Prof. Lundberg, however, seems to the 
reviewer not to go far enough in his understanding of the problems of the poor 
countries, when he depicts (p. 218) the dangers of a “cumulative import re- 
placement boom’’—is this boom not just what the under-developed countries 
want? Provided that this goes hand in hand with export promotion, is this not a 
perfectly rational and time-honoured sequence of development? Prof. Byé’s 
contribution to the discussion, is mainly in defence of growth policy, on similar 
lines to Prof. Perroux’s paper. It is remarkable for his advocacy of stock piling of 
primary commodities both as the best stabilization policy, and also “because of 
the solidarity which it expresses between developed and under-developed coun- 
tries’’. Prof. Lewis’ contribution is remarkable particularly because, alone among 
the speakers, he takes the danger of major depression during the 1960’s quite 
seriously. 

All in all, this is a most important volume and an indispensable source for 
anyone interested in the state of opinion among leading academic economists on 
the major issues of national and international policy with which this Congress 
dealt. It should be added that economists from the ussr, Poland and other eastern 
countries also participated in the Congress and took part in the discussion. 


United Nations, New York H. W. SINGER * 


* The views expressed in this review are the reviewer’s personal opinions and do not necessarily reflect 
the views of the United Nations. 





PLANNING FOR ECONOMIC DEVELOPMENT: 
THE CASE OF THE COLONIES! 


Dr. Niculescu’s book is an ambitious and important contribution to the liter- 
ature of the Political Economy of Colonies. The author includes in his sweep 
British, French, and Belgian territories and concerns himself with the metro- 
politan aspects of planning as well as with individual colonies, and with the 
problems and bottle-necks that have to be overcome if economic development 
is to take place, as well as with the details of development planning itself. All 
interested in the field will be grateful for the excellent bibliography that is 
provided. 

In the first portion of this review I confine my attention closely to Dr. Nicu- 
lescu’s book: in the second I offer a few comments suggested by my researches 
into development planning in Uganda. 


I 


The book is divided into six parts and sixteen chapters. In the first part (one 
chapter) Niculescu contends that the various colonial territories are similar in 
that they are under-developed, but we are warned not to regard them as com- 
pletely homogeneous areas from an economic point of view. Nor does Dr. Nicu- 
lescu think it is possible to compare at all directly the development plans of the 
various territories, as “‘they have not covered the same items, or the same 
periods and have not used the same terminology’’, and he finds it difficult to 
come to a definite view even about the contributions made by the various 
metropolitan countries to their colonies; though he suggests that France has 
contributed rather more than the uv. k., and the vu. K. considerably more than 
Belgium. I believe that Dr. Niculescu is excessively agnostic here. It would also 
have been interesting if some light could have been shone on how the sums 
available in the metropolitan countries are shared out as between the various 
colonies wanting help. It is most difficult to see what principles guide the 
Colonial Office and the British Treasury, for example, in deciding which colonies 
are to receive grants (and how much) from the Colonial Development and 
Welfare Fund. 

Part 1 (Chapters 2-4) considers the factors that limit economic development 
in the colonial territories, the political and administrative difficulties that hinder 
economic planning there, and the policies that have been and could be adopted 
so as to promote their development. All these topics are treated in thirty pages 
which does not provide sufficient space to discuss them satisfactorily, and in part 
the treatment is slight and superficial. Niculescu does have some interesting 
comments to make, however, when he is dealing with the obstacles to economic 


1. A Comment on Barsu Nicuxescu, Colonial Planning: A Comparative Study. London 1958, Allen & 
Unwin, 208 pp. 18s. 
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planning in the colonies. Here, he reminds us how novel the idea of such long-term 
planning is to colonial governments; the lack of administrators with knowledge 
of the techniques and limitations of such planning; and how difficult it is to plan 
effectively in the interests of an indigenous people when ‘‘seldom have any means 
been found of taking them into effective consultation let alone partnership”’. 

It would have been desirable, however, if in this section of the book Dr. Nicu- 
lescu had considered the extent to which the impediments to economic growth 
in the various colonies are removable by government action of a type possible in 
such countries. That the prospects of rapid economic growth in the next gener- 
ation are slight for many colonies, because of their extremely poor natural 
endowments, hardly seems to be recognised by the author. There also seems to 
be a belief that the only way to economic riches is via government action; by the 
promotion, enactment, and the carrying through of a multi-year development 
plan! I am reminded, here of the blunt view of the East African Royal Com- 
mission Report that “‘the most important economic expansion of East Africa has 
occurred independently of development plans and owes nothing to them”’ and I 
suspect that this judgement has a certain wider validity. In our thinking about 
colonial development planning it is necessary to know what is going on in the 
various economies at a “‘grass roots level’? and to recognise that a tremendous 
amount of economic progress can occur quite independently of a development 
plan and, indeed, that some of the projects—often large and impressive pro- 
jects—included in the plan may in fact make a smaller contribution to economic 
development than that which would have occurred if the money had been left to 
fructify in the pockets of the peasant. I do not feel that Dr. Niculescu has taken 
sufficient account of this sort of idea. There is an unfortunate tendency in his 
work to examine the machinery of planning, and the plans themselves, in some 
isolation from the economic problems of the colonies concerned—though this is 
probably because he has chosen to try and cover such a vast field. 

Part m1 (one chapter) entitled “‘An Historical Outline”’ considers the changing 
attitude towards development planning in both the metropolitan countries and 
the colonies themselves. There is a useful review of the attitude of the United 
Kingdom towards such planning since the end of the first world war, and some 
rather brief comments on the changing attitudes of the French, Belgian, and 
Dutch governments over the same time-span. There is also a very interesting 
discussion of an unresolved dilemma of economic planning—how much power 
should the long-term planners have? Such planning must clearly reflect a basic 
economic policy and there is thus a danger either of the planners exercising too 
much power and influence, and thus trespassing on the preserves of the senior 
ministers of the territory concerned, or—on the other hand—the planners 
having a relatively low status, in which case they neither have the authority to 
resolve the conflicting views of the different departments of government, nor 
authority to preserve the shape of the plan once it has been formulated. 

Parts tv and v (Chapters 6-15) constitute the heart of Dr. Niculescu’s book. 
In these chapters there is a discussion of the machinery that exists for economic 
planning, and an analysis of some of the plans that have been produced. The 
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whole of one chapter is devoted to an appraisal of economic planning in Kenya. 
I find this choice difficult to understand. Not only has economic planning and 
progress in that colony been greatly influenced by the Mau Mau rebellion that 
broke out in 1952, but one would have expected Dr. Niculescu to have taken for 
detailed discussion a territory concerning which he had deep and personal 
knowledge; particularly when he has such knowledge about Ghana. This is 
important, for, as hinted above, it is unwise to study development planning in 
isolation from the economic problems and conditions of the particular country 
concerned and, indeed, without some knowledge of the objectives and aspirations 
of the inhabitants of the country, and of the desired role of the State in economic 
development. I suspect that Dr. Niculescu has not got this knowledge about 
Kenya. Even so, the author does make some very wise and penetrating com- 
ments in this section of his book. 

In Chapters 13 and 14 there is a discussion of the composition of various 
development plans. Niculescu can find no examples of any real attempt to 
assess the advantages, from the point of view of economic development, of 
spending money on social services as distinct from economic services; nor of 
much systematic study of priorities at all. Nevertheless the end product in most 
colonies is very similar and the author feels that most plans could be summarised 
as “‘communications and education without missing out more than a small 
percentage of the total expenditure incurred’’. 

In the short concluding Part v1, Niculescu stresses the advantages of multi- 
year planning but he recognises that the success of planning depends on the 
quality of the planners. He considers that the existence of plans has made both 
the governments and the inhabitants of the colonies more development conscious, 
but feels that a major weakness of the type of plan which most colonies have had, 
has been their concern with relatively small sectors of the economy, and he 
thinks there is a need for a more all-embracing type of plan. 


II 


In recent months I have been engaged in a study of development planning in 
Uganda since the war. The three points that follow may be regarded as a rather 
oblique comment on Dr. Niculescu’s work suggested by this work. 

The first point I would like to stress is the meaning attached in Uganda—and 
I suspect this is so in most British colonies—to the word “‘development’’ when 
used in the context of Development Plans. Development Plans in Uganda—and 
there have been a number of them since the end of the war—have been plans 
with respect to the public sector alone. Sometimes they have been plans con- 
cerning government capital expenditure; sometimes for the capital expenditure 
of the public sector defined to include the public corporations; sometimes for 
government current as well as capital expenditure. But the Plans have not been 
with respect to the economy as a whole. This is brought out very clearly in the 
following statement by Uganda’s first Development Commissioner, Sir Douglas 
Harris: “development connotes all expenditure not at present being incurred 
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other than the cost of increments to existing staff whether it be on some new 
large project or the appointment of an additional clerk in a minor department’. 
Development in Uganda has meant the development of government services. 
(It is realised, of course, that certain increases in government expenditure are a 
necessary part of economic development, perhaps even a prerequisite of it.) 
There has, moreover, been a tendency in government circles in Uganda to think 
of the government as being the main cause and propagator of economic develop- 
ment, and to think the items included in its plan as being the most important 
happenings from an economic point of view. One result of this attitude was an 
unwillingness in the period 1950-1955, when revenue was booming, to consider 
the case from an economic development point of view of substantial reductions 
in taxation, and (till 1953) of substantial increases in the prices to be paid to 
peasants for their cotton and coffee instead of accummulating vast sums in Price 
Assistance Funds; the.equity of this latter change was considered but not its 
possible contribution to economic growth. In general I do feel it is tremendously 
important to try and assess the contribution of colonial development plans to 
economic progress; to test for example the views mentioned above of the East 
African Royal Commission. 

The second point I would like to stress is the importance of His Excellency 
The Governor. In a colony where there is no effective from of representative 
government political decisions are in the hands of the Governor. He has great 
powers and a change in the Governor can produce changes in policy; develop- 
ment plans can be altered and even scrapped. 

In 1944 a strong committee under the chairmanship of the Chief Secretary 
produced a six-year development programme for Uganda. This plan, which laid 
considerable emphasis on the development of the educational and health 
services of the Protectorate, was in accordance with the views of the then Gover- 
nor, Sir Charles Dundas. It was accepted by the Legislative Council as Uganda’s 
post-war development plan. In November 1944, Dundas left Uganda and was 
succeeded by Sir John Hall, who believed that the correct economic strategy for 
Uganda was to delay the expansion of social services till the economic strength 
of the country had been increased. In his first public statement on development 
planning he stated, with reference to the six-year plan, how concerned he was 
with the emphasis on social services: ‘‘the plan seems to have too little emphasis 
on the development of our economic resources or the development of the potential 
wealth of the country and thus of revenue’’. Sir John Hall insisted on the plan 
being revised and he invited a distinguished British scientist, Dr. E. B. Worthing- 
ton, to come out to Uganda “‘to re-cast the plan on sound and constructive 
lines’. In the new plan—the so-called ten-year Worthington Plan—the emphasis 
on health and educational advance had disappeared. Other examples of the 
tremendous impact of a change of Governor could be quoted from Uganda and 
other British colonies. In a colonial territory a change of Governor is the nearest 
thing one can get to a change in the governing political party in a normal 
democracy! And economic policy and planning is as much influenced by 
politics as any other form of policy and planning. 
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The third point which is suggested by my Uganda researches is the importance 
of having a plan so that proper thought and attention can be given to priorities 
and—on the other hand—the difficulty of planning when government revenue is 
rising rapidly. Under the Uganda ten-year Development Plan it was expected 
that expenditure in 1948 would be £5.3m., in 1950 £6.6m., and in 1952, 1954 
and 1956, £6.5m. a year. In fact it was as follows: £6.5m., £8.5m., £15.gm., 
£20.9m., and £24.0m. The great upsurge in revenue, brought about by the 
great increase in the prices obtained for Uganda’s exports of cotton and coffee, 
led, with a slight lag, to a great upsurge of expenditure, and my work suggests 
that the composition of this great increase in expenditure—almost all of it 
spending on projects not mentioned in the ten-year development plan—was not 
thought out as carefully as it might have been, and that a certain laxity in 
commonsense financial efficiency also occurred. A new plan was not formulated 
till 1954 (for the period 1955-1960). It is believed that it is best not to have a 
fixed period plan but—instead—a moving planning period so that each year a 
five or ten year expenditure programme can be drawn up in the light of the 
finances expected to be available; this compromise is likely to provide the 
advantages of having a multi-year plan without the rigidities associated with a 
fixed term plan. 


III 


In the light of the discussions in both Section 1 and u above it will be fairly clear 
what my main criticisms are of Dr. Niculescu’s book. I feel it makes development 
planning and the determination of priorities seem far too mechanical and 
a-political a matter; that it does not discuss adequately the economic problems 
and difficulties that-—presumably—the plans are designed to overcome; and 
that it does not attempt to assess the development that has actually taken place 
in the various colonies and the contribution of the plans to that development. 
But in a very real sense these are not fair criticisms of the book under review but 
of the state of knowledge in this field. It has long been recognised that scientific 
progress often falis into three stages: an individual blazing the trail and making 
a general survey of the subject; this followed up by detailed and intensive work 
on various aspects of the subject; and then, finally, the production of a grand 
synthesis. Dr. Niculescu has blazed the trail and produced an excellent and 
stimulating survey—for this, students of colonial economics will be grateful for 
many years to come. 


Makerere College, The University College of Davip WALKER 
East Africa, Kampala (Uganda) 
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WAGES AND AGGREGATE EMPLOYMENT 


A Comment 


Because of its practical and theoretical overtones on a subject of such vast im- 
portance, the recent article by Franz Gehrels on wages and employment is most 
welcome, particularly so in view of his efforts to secure more determinate results 
than have been achieved hitherto. In my view, however, his conclusion, as an 
unqualified general proposition, is mistaken and thus fails to advance our insight 
into the matter. Less important, I fear that he has misunderstood some of my own 
remarks on the subject?. 


Shunning any real reservation Gehrels concludes: 


‘*Short-run responses of employers are unimportant and we need consider 
only the effects on consumption and on primary investment. And these led 
us to expect a positive relation between wages and employment”? (p. 503). 


. Also, after considering a few possible qualifying factors such as the change in 
the value of net assets, price level expectations, and the trade balance, he concludes 
that ‘‘it seems unlikely that they would in a real situation reverse the previous 
conclusion”’ (p. 504). Likewise, for secular wage increases he remarks that “‘our 
argument has led to conclusions closer in spirit to the underconsumptionist than 
to the classical view”’ (p. 505). 

Thus it seems fair to conclude that Gehrels has elicited what I have termed an 
“underconsumptionist”’ labor-demand curve, or a “‘trade-unionist”’ curve—albeit 
one sometimes averred by union protagonists themselves only with tongue-in- 
cheek. 

Inevitably, all this, and the general tenor of his analysis, suggests wage advances 
as a cure for unemployment. There is no attempt made by Gehrels to deal with full 
employment situations or cases where involuntary unemployment is absent. 
Apparently, the same conclusion is to be bodily transferred, to wit, that more 
employment can still result from rising real wages; whether there are limits to this 
process is not covered. Too, presumably the supply curve of labor is assumed as 
always rising to the right in response to higher real wages; but we are left to guess 
this. In an analysis purporting to generality some discussion of the question would 
appear to be in order though none is forthcoming in the article; it will not do to 
suggest that full employment has not been experienced for many would interpret 
the economic facts differently®. 

1. Franz Gewre.s, ““Wages and Aggregate Employment”, Kyklos, x1 (1958), Fasc. 4. 

2. Sipney Werntravus, “A Macroeconomic Approach to the Theory of Wages”, American Economic 
Review, xiv1 (1956), December. 

3. It would be interesting to have Gehrels’ statement of the stability conditions for the labor market. 


Though immediately the point may be only of academic interest the study does have implications which the 
analytic minded ought not sidestep. 
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More regrettable is his failure to include any examination of the interrelation 
of money wage changes, interest rates, and monetary policy: this is an abandon- 
ment of Keynes with a vengeance when one remembers that the striking novelty 
of Keynes’ analysis of a money wage change was in his likening a money wage rise 
to a decrease in the money supply tending to raise interest rates. All that Gehrels 
has to say on this is confined to a brief paragraph which observes merely that “‘ the 
monetary authorities can be expected to damp the variations of investment and 
consumer durable purchases as they observe fluctuations in overall activity” 
(p.503). Thus, through the monetary mechanism the direction of activity is not 
(never?) altered, merely damped. 

What are the immediate implications of all this? As I write (November 1958) 
the net free reserve balances of member banks of the Federal Reserve System are 
at the vanishing point, of some $ 43 millions compared to about $ 500 millions 
in the spring of this year. Unemployment is still over 4,000,000. Does the argument 
suggest then, that a 5%, 10%, even a 20% increase in money wages will increase 
employment despite the Federal Reserve’s evident opposition to further price 
level rises, particularly at paces which promise to exceed rather nominal amounts 
per annum? I think this conclusion would be fairly drawn from this article despite 
the theoretical demonstration some time back—which I thought was generally 
acceptable—that full employment may be incompatible with a rigid wage policy— 
or certainly rising money wages—when the effective monetary policy is designed 
for price level stability*. If this proposition is being denied we are entitled to a 
fuller argument from Gehrels. 

In my own article I was reasonably careful to argue that the effect of a wage 
change upon employment 





“*depends partly upon historical, partly upon institutional data. If the 
prevailing wage and price level represents the culmination ofan inflationary 
climb, and if the monetary authorities are adamant about maintaining 
the (roughly) existing price level, then any rise in money wages which 
requires a directional move in the price level is likely to encounter tight 
money and a decrease in labor-demand”’ (p.843). 


Also, in the same paragraph a deflationary spiral is considered. I still think these 
are valid points; Gehrels fails to qualify his conclusions at all for such historical 
and institutional phenomena other than to comment briefly about the damping 
effect of monetary and fiscal policy. Yet the issue here is one of reversing at certain 
times, rather than damping. 

Is the impact of tight money imaginary? I think not. Judging from recent 
experience one could argue that in 1953 and 1957 tight money contributed to the 
set-back in housing construction and employment; Gehrels, on the other hand, 
has concluded that a wage rise will actually stimulate housing investment5. But 


4. See, for example, A.C. Prcou, Employment and Equilibirum, London 1949, 2nd ed., pp. 70-72 or, more 
recently, Don Patinxin, Money, Interest and Prices, Evanston 1956, p. 224. 

5. Op. cit., p. 500. On the previous page (in another discussion) it is true that he speaks of “‘a given rate 
of interest’’. Considering the nature of his argument this is question-begging if applied to the housing analysis. 
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this conclusion, reached without a discussion of monetary policy, is, to say the 
least, incomplete. 

On the theoretical plane I find Gehrels’ analysis of the income redistribution 
unsatisfactory for his rise in real wages from a money wage rise comes at the 
expense of profits. For my part I have taken pains to suggest that the wage-profit 
taxonomy is of spurious generality, that the income tangle is one of wages, rentier 
incomes and profits*. For the most part, in the short period especially, the money 
wage rise through the ensuing price rise, will shift real income to profits against 
rentiers, and perhaps to wage earners against rentiers, with the last effect less 
certain depending upon whether prices rise more or less proportionately to wages. 
The post-war corporate profit share in the United States, compared to the gross 
national product, scarcely seems to have suffered since 1946 despite the several 
rounds: of wage hikes. 

In the light of this I think Gehrels’ argument on the redistributive effects of 
money wage changes on the real propensity to consume to be defective, for it 
contains solely a comparison of wage consumption to corporate saving and dividend 
disbursals (pp. 491-498). The role of rentiers, as well as salaried persons of all sorts, 
civil servants, white collar employees, etc., are not considered although, unless 
they are, the model is highly oversimplified and of dubious use for sweeping con- 
clusions on economic policy, such as Gehrels proffers’. 

Finally, in Gehrels’ discussion of investment there is no substantive apprecia- 
tion of the consequences for employment of the fact that many short-period (i.e. 
annual) budgets for investment are stipulated in money terms, by governments 
at all levels and by corporations using accumulated depreciation reserves and past 
profits. Still other investment projects are fixed in real terms, as in the case of 
government military procurement. Until the relative magnitude of these com- 
ponents are assessed the simple conclusion that a money wage rise stimulates real 
investment through more capital-using modes of production (even in the short- 
period) seems to me to be incompletely founded. 

In short, is the new economic dogma to be: Raise money wages to increase 
employment—no matter what else transpires in the economy? Gehrels’ argument 
seems to say just this. If this is the interpretation it seems not any more universal 
than classical orthodoxy which pretended to equal generality. 


University of Pennsylvania, SIDNEY WEINTRAUB 
Philadelphia (USA) 


Reply 


Weintraub raises two main objections to my analysis of the effect of wage changes 
on employment in an underemployment situation. One is my neglect of rentier 
income in discussing the redistribution of income; the other is my special as- 
6. See my “Theory of Wages”’, op. cit., pp. 837, 838, 844, 845. Also, my Approach to the Theory of Income 
Distribution, Philadelphia 1958, Chapters 2-5. 
7. I consider his refutation of my argument (p. 492) to be in error, for it omits the reduced rentier con- 


sumption and the inroads of a progressive income tax structure on dividends and higher money wage incomes. 
This is the more unfathomable in view of his clear statement of these elements on the previous page. 
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sumption that monetary and fiscal actions, if any, will only be used to damp 
movements of employment if they get out of hand. In addition, there are several 
secondary points to be dealt with. 

(1) To omit elements from a complicated discussion is useful and legitimate if 
the omission does not greatly affect the conclusions and permits them to be 
reached more easily. I shall show that the omission of income shares other than 
wages and profits is such a case, despite the substantial magnitude of these items. 
The following data apply to United States income in 1957; their sum is a hybrid 
between national income at factor cost and personal income. 


United States Income Shares in 1957 

















Income categories $ Millions Percent 
s. Wagesandsalanics. . .... 5% 247,000 64°3 
@. Comporate profits. ..... «22s 41,900 10°9 
ee a (21,800) 
4. Proprietary income 

(Business, professional, and farm). . 43,000 11*2 

§. Memtalimoome .....%4 56. 11,800 371 
6. Personal interestincome ..... 18,800 4°9 
7. Transfer payments. ....... 21,500 56 
me. (hotel etlastGour).... «ss 2s ss (95,100) (24°8) 
a) a a ee er 384,000 100°0 
Source: Survey of Current Business, July 1958, Tables 1, 3. 











Weintraub’s “‘rentier income’’ would presumably include items 5, 6, and 7, and 
some undetermined part of wages and salaries. I would suggest that we include 
for the present discussion item 4, to give the sum of incomes which are neither 
wages nor corporate profits. To be sure, some part of proprietary income behaves 
like corporate profits in having a high percentage-savings component. But this 
may be balanced, more or less, by the part of wages and salaries which belongs 
in “‘other income’’. 

Now, when money wages rise, these other income recipients suffer a loss of 
real income to the extent that consumer prices rise, and non-corporate firms 
suffer reduced profits. There are no data known to this writer on the distribution 
of income by income class of this other income. It is likely to be spread over the 
entire income range, with much of it at the lower end, since a good deal of 
retirement income is included. When real income is given up by these groups to 
wage earners, it is difficult to determine what effect, if any, will be found on 
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total consumption. I suspect that there would be very little effect in either 
direction. 

Is there any shift of real income from other incomes or rentiers to corporate 
profits, as Weintraub claims, both in his Comment and in his own article? It 
would seem there is not; for the limiting case is that where firms raise prices 
enough to maintain real profits (as he seems to agree), or slightly less than in 
proportion to money-wage increases. This means that the corporate share of 
total income remains at, say, its 11%, the wages share rises from its 64%, and the 
other shares fall from their 25% of the total. The only shift of real income is from 
“other incomes’’ to wages. 

More generally, profits would absorb a substantial part, and perhaps all, of 
the money wage increase, and the real income shift would be mainly between 
profits and wages. I shall not repeat here my reasons for this conclusion. Thus 
we can say that the shift of income from business profits to wages will raise real 
consumption because of the difference in savings propensities, while any residual 
shift from ‘“‘other incomes’’ to wages will probably have little effect. 

Finally, should we include marginal tax-revenue effects? To the extent that 
the price level rises, there would be an increase of tax receipts from both indirect 
and direct sources. On the other hand, the shift of income from profits to wages 
would tend to reduce tax receipts (if I am correct that money profits would fall). 
Moreover, if a change of tax revenues did occur the government would probably 
make compensating adjustments in expenditures or tax-rates. Thus tax revenue 
effects, whichever their direction, ought to be treated as temporary. Weintraub 
temporarily forgot that I had dealt with the tax question in my section on the 
consumption effect?. 

This brings me back to Weintraub’s own thesis, to the effect that the rise of 
prices associated with the wage increase will cause total consumption and 
investment outlays to rise by less than supply proceeds (i.e., quantities times 
supply prices). If real profits stay the same, and therefore also wages plus ‘‘other 
incomes’’ in real terms, consumption spending should stay the same in real 
terms, as should investment. In money terms, all the income shares rise pro- 
portionately with prices, as do the expenditure components. Any budgetary 
effect would be temporary and not significant to the final outcome; and any 
shift of real income from other shares to profits is illusory. My previous critique 
of his view did not deal with the latter of these two points, while the former 
appeared elsewhere in my paper. 

(2) Weintraub is troubled by my neglect of “‘the interrelation of money-wage 
changes, interest-rates, and monetary policy’. He does not mention fiscal policy 
in this connection. I assumed that the interest rate was initially held constant, 


1. See my article, pp. 495-497. 

2. P.498. It might be thought that the government’s paying the same old prices for personal services, 
and therefore having a smaller “real” budget with no change in money taxes or money current expenditures 
would have a downward multiplier effect of unit value. However, this is not the case, because there are no 
resources freed; the government uses the same amount of resources as before. Government outlays for goods 
on current and capital account which do rise in price might lag temporarily but would in time be adjusted. 
This point is also commented on in Section 5 below. 
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along with tax rates and public expenditures, in order to show which direction a 
change of employment would take, in response to a wage change. Once the 
movement had begun, it would be damped by automatic tax-revenue changes, 
and by conscious measures of the fiscal and monetary authorities, who act, if 
necessary, to prevent explosive movements. 

My argument applies to “‘moderate’’ wage increases, although it is difficult to 
state a percentage magnitude. Perhaps somewhere around 5% would be the 
limit to a jump in general money wages that would not lead to a price-level rise 
great enough to alarm a ceniral bank. It is hard to imagine increases of much 
more than this taking place in a country w:th stable institutions and with some 
involuntary unemployment. Weintraub would put the limit lower than I be- 
cause he believes that wage increases will usually result in an almost proportionate 
price-level increase, whereas I argued that employers would absorb most of a 
moderate increase. 

The relative importance which governments and central banks place on full 
employment as against price stability is in part politically determined. In the last 
analysis it is determined by the voters; and these would, I suspect, give more 
votes to a government which holds unemployment at, say, 3% of the labor force 
and permits the price level to rise by 1% per year, than to one which prevents 
any price rise, and permits unemployment to remain at 6%. 

Some central banks at particular times may not act according to this suppo- 
sition; but I doubt if this statement is true of the recent or the future behavior 
of the Federal Reserve. The fact that interest rates have risen in the United 
States since last summer reflects optimism (perhaps excessive) about the speed of 
recovery from the recession, rather than satisfaction with a number unemployed 
at 4,000,000. In any event, a central bank is more likely to tolerate a small price- 
level rise associated with recovery from a recession, than one taking place in 
prosperity or boom conditions. 

(3) Is there anything disturbing about the finding that the labor market does 
not behave like a commodity market*? Excess supply of labor may not lead to a 
fall in wages, and if it did, this might well lead to a further fall of employment 
through its effect on consumption demand. It is therefore not a “‘stable’’ market, 
although labor demand of particular firms and industries is likely to be down- 
ward sloping. But a similar statement can be made about the market for goods 
in general: An excess supply of goods on all markets may not be cured by a 
general price reduction, because money incomes would be reduced by the same 
measure; and money-income changes in turn may react strongly on demand for 
goods, its precise effects depending on the way particular income shares are 
affected, on the changes in real value of assets and liabilities, etc. 

(4) My only reference to a full-employment situation was made implicitly in 
my final section, where I dealt briefly with the secular growth problem. The 
finding here was that when potential output grows over time, the consumption 
share of expenditure will be maintained if the wages share of income is maintained; 


3. This, I take it, is what Weintraub obliquely refers to in his footnote 3. 
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otherwise it tends to fall, and the gap which must be filled by investment and 
government consumption grows, as a proportion of output. 

I did not deal with the shape of the labor-supply function, to the right of the 
“full-employment’’ point. To the left of this point, it suffices that the supply 
curve lie below the institutionally-given wage rate, whatever its precise shape. I 
find no implication in my paper that “‘full employment has not been experi- 
enced’’; I merely chose to limit myself to the underemployment problem. 

(5) Weintraub raises an interesting point in connection with investment. To 
what extent are business investment projects determined in money terms, rather 
than in real terms? I can not give a full and conclusive answer on this; but an 
interview study by Robert Eisner of selected United States manufacturing firms 
indicates that “‘construction costs are not a significant factor in determining the 
physical volume of investments. Higher costs must thus mean higher expendi- 
tures’’*, Eisner explains this by the belief of business executives ‘‘that increased 
costs will be accompanied by increased product selling prices and increased 
earnings’’. 

Moreover, when a project is half-completed, it is likely that a firm will go to 
considerable cost to finish it, if necessary, rather than lose the already invested 
amount. When internal funds are limited, outside financing would be used to a 
greater extent. 

His remarks on government capital expenditures are valid: These are more 
generally fixed in money terms. However, my section on investment dealt 
exclusively with the business sector and housing. Capital and current outlays at 
the state and local levels are financed to a large degree out of indirect taxes, 
which would automatically reflect any price-level change. Central government 
revenues could, as we showed, move in either direction or remain the same, but 
outlays are not dependent on revenues, as in the case of many state and local 
units. On balance, Weintraub is correct that the government real budget, by 
declining temporarily with a rise in the prices it pays, has some downward effect 
on employment. However I regard this effect as small, particularly when the 
price effect itself is small, and transitory, because the government would not 
permanently allow its share of goods and services to fall through an accidental 
force. 


Indiana University, Bloomington (USA) FRANZ GEHRELS 


4. R.Essner, Determinants of Capital Expenditures, An Interview Study (Urbana 1956, University of Illinois 
Press), pp. 26/27. He warns, however, that while small (e.g., 5%) increases of cost might not cause a project 
cancellation, a larger increase might. 
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WERNER STARK’S SOCIOLOGY OF KNOWLEDGE 
A Critique 
I 


Werner Stark’s The Sociology of Knowledge, An Essay in Aid of a Deeper Understanding 
of the History of Ideas‘, is a handsomely printed volume. The author is a jurist and 
economic historian, not a sociologist. His aim, as the subtitle of the book indicates, 
is the achievement of a deeper understanding of history, a task that undoubtedly 
appeals to historians who have grown up in the tradition and under the eyes of men 
like Dilthey, Weber, Rickert, Spranger, and Rothhacker, but leaves most American 
sociologists extremely cold. The latter practice the application of natural science 
methods to social phenomena for the purpose of arriving at generalizations from 
which predictions are possible and cannot be expected to have much patience with 
assertions, no matter how often repeated, that such application is inadequate, 
impossible, or useless, and that social scientists should rely instead on sympathy, 
empathy, mystical experience and metaphysical speculation. Toward the end of 
the book (p. 280) the author does admit that ‘‘at some later date’’ public opinion 
and mass communication research may make a contribution to the field “‘and 
even to the theory thereof’’. But why the delay? 

A research method that he also seriously suggests for the sociology of knowledge 
is Max Weber’s method of causal imputation: ‘We can take up the thoughts of 
any thinker, look at them and ask: Would this thinker in fact have formed this 
idea if he had lived in a different climate or had a differently constituted body, or 
belonged to another class or occupation, or been influenced by some other culture, 
mentality, or culture soul? We think we can take the case and test it so in this way 
by a series of imaginary experiments... We must accumulate cases... There 
should emerge in the end an over-all impression and ultimately a conviction as to 
the correct ranking of the main determining agencies...’ (pp. 241/2). This method 
is an outgrowth of the age-old inability of historians to recognize that it is impossible 
to assess causal connections in isolated cases without the preexistence of proven 
and accepted general statements under which the isolated cases can be subsumed. 
In other words, these experiments in imagination are possible only if and when 
the generalizations which are to result from them are given at the outset. The 
author equates this practice of mental experimentation with experimentation as 
practiced by chemists. This comparison would be correct only if the chemist would 
rest after having considered in his mind what effects the addition or subtraction of 
some chemical in the mixture would bring about; but no chemist will stop there; 
rather he must proceed to actual observations. Similarly, the social scientist may 
use his imagination to develop hypotheses about the relations of some factors; 
but until he can observe in actual cases, holding other variables constant, what 
appears to be regularly associated with the absence or presence of a specific factor, 


1. London 1958, Routledge (International Library of Sociology and Social Reconstruction) x1, 
356 pp., 36s. 
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he does not know anything. Once he has made numerous such observations he 
can proceed according to rigid statistical logic rather than rely on loose ‘‘im- 
pressions and convictions”’. 


II 


Dr. Stark distinguishes the microsociology of knowledge, that is the study con- 
cerned with the narrower world of scholarship or art, for example the study of 
the influence of employers on the output of the scholars they employ, and the 
macrosociology of knowledge, which fixes its attention on the inclusive society and 
its influence. Unfortunately, he decides to exclude the former from further con- 
sideration. It is specifically in this excluded field that the most fruitful and un- 
impugnable empirical research in the sociology of knowledge has been done (see 
for example the work of Logan Wilson, Richard Centers, C. W. Mills, H. J. Eysenck, 
Gwynne Nettler and others). Investigations in this subfield may well be the ones 
which in the long run will have to be relied on to substantiate some of the long- 
range theories of the macrosociology of knowledge which in their very nature are 
more resistant to empirical approaches. Nevertheless, the latter have been 
approached by quantitative empirical methods (Pitirim A. Sorokin, Franz Adler) 
and though these pioneer efforts are not too satisfactory in some respects, they 
should not have been passed over with silence or rejected with disdain. Sorokin’s 
work is mentioned but the only comment on his method is that he assumes “‘ the 
possibility of quantifying what is qualitative and this is almost like supposing it 
possible to square the circle”’ (p. 280). For most scientific purposes fi is a sufficient 
approximation. Similarly Sorokin or Adler may (or may not) have found a 
satisfactory approximation in their transformations. The matter of improving 
empirical methods deserves perhaps more serious attention than the discussion of 
the fruitless philosophic speculations of certain other thinkers. Sorokin’s substantive 
findings are dealt with as if they were as speculative and as lacking in factual 
foundations as those of most other contributors to the field. 

The author proceeds to distinguish the study of ideology from the study of the 
sociology of knowledge proper. The doctrine of ideology, he affirms, is but an 
historical forerunner of the sociology of knowledge; its further study really belongs 
in the field of psychology and is rejected. In agreement with Kant, he also teaches 
that facts-in-themselves cannot be known. The principles of ordering and construc- 
ting implied in all knowing are not supplied by the things perceived but by the 
perceiving mind. Values are basic to all thinking. They are present “‘at the root 
of the thought process... either (as) valuations, in the sense of value judgments, or 
value-facts which guide us in our apprehension of reality, in our ordering of ex- 
perience. By following.. the value facts embodied in our social world and its way 
of life, we arrive.. at a world view which constitutes one possible construct of 
reality.. the one which is in agreement with our whole social universe, not only 
with its over-all categories of thoughts but also with its over-all categories of 
action...’” (p.g3). 

In ideological thinking, an alternative to truth is chosen because of a value 
judgment. It is thinking that has been thrown off its course by a wish. Socially 
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determined thought, on the contrary, is true because it is shaped by the society’s 
value structure. The value behind the ideology is yet to be realized; the value in 
socially determined thought is in the process of being realized. This distinction is 
roughly a repetition of Mannheim’s distinction between ideology and utopia in 
slightly different words. The question remains how a distinction between ideologi- 
cal and socially determined thought, wish determined and value structure de- 
termined thought, can be carried out in practice in such a way that different 
observers will come to the same decision. 

The basic order of values which is social exists prior to any individual and is 
given to him, the author asserts. In reading some of the pertinent discussion 
(pp. 121-123) one gains the impression that “‘ the social’ (a superpersonal nebulous 
entity), action, value, and thought are somehow but different aspects of the same 
whole. The author quotes approvingly from Ziegenfuss: ‘‘The social as such... 
realizes itself at the same time correlatively in two directions—mental inwardness 
and the external world”’ (p. 244). Some passages indicate that value ‘‘ works itself 
out, both in action and in speculation’”’ (p. 71). Elsewhere the book teaches that 
*“‘the social’? determines thinking and knowing, and again that ‘individual 
thought and social being form an indissoluble unity’’ (p. 142). Thus, the various 
“‘aspects’’—i.e. purely conceptually separated qualities—of the same real entity 
are said to have some real influence upon each other. Finally (p.204), we learn 
that “‘in all societies men’s modes of thought have at least a tendency to come into 
line with their modes of action... a spontaneous trend towards over-all consis- 
tency’’, in other words action and thought can well be inconsistent, instructed by 
conflicting values, but tend to become assimilated to each other by a higher, inborn, 
nonsocial, common human value of consistency. 

This confusion could have been avoided, had the author taken time to in- 
vestigate what observable referents the terms “‘ value’’, “‘society’’, and “‘action”’ 
might possibly have. The only indication—apart from telepathy under whatever 
name—of any individual’s or any population’s values lies in their behavior, both 
verbal and nonverbal. And to explain this very behavior as caused by the values 
inferred from it is circular reasoning (cf. Adler, ‘‘The Value Concept in So- 
ciology”’, American Journal of Sociology, 1956, pp. 272-279). Similarly, society is to 
be understood as the network of interpersonal behavior in a population. Thus, 
any argument trying to establish any causal relationship between action which is 
behavior and value which is the same behavior and society which again consists 
of all this behavior is meaningless. The question to be asked (and to be answered 
empirically) is how certain classes of verbal behavior are related to certain classes 
of nonverbal behavior or to certain other classes of verbal behavior. Only in this 
formulation does the sociology of knowledge make sense in an empirical sociology 
that studies the ways in which human beings affect each other’s behavior and 
tries to express its findings in generalizations, preferably quantified, with stated 
probabilities. 

‘**Values’’, the author continues, “‘manoeuvre a man into a certain vantage 
point; but valuation need not falsify his vision. He can always speak the truth as 
he sees it; it will be the objective truth in his situation’’ (p. 127). Thus, people with 
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different world views, coming from different societies or different subsocieties in 
the same society, will arrive at different truths. This does not make truth relative, 
there can be only one absolute truth or no truth at all. But each truth is partial. 
In the course of history which is man’s self revelation new facets of man are con- 
tinually revealed and so a complete knowledge of social matters is impossible until 
the end of history. But a reconciliation of conflicting partial truths on a higher plane 
is possible. 

Granted, every man sees things as they look to him. A man living within a 
walled enclosure may deny the existence of everything outside it. He may be 
honest in this case, but he would also be ignorant. If in a given culture any cri- 
terion of truth is accepted—in Western culture the accepted criterion is the test of 
sense observation—then any statement either passes or doesn’t pass this test. This 
is the only thing that matters. No matter how honest a witness is, if he is blind and 
deaf he cannot speak of sound and light in court. Any statement that once corres- 
ponds to a given criterion of truth will always correspond to it and thus constitutes 
absolute truth in terms of this same criterion. Of course, it may happen that 
nobody uses a certain criterion at a given time in a given culture and everybody 
uses another one. For example, a statement about the history of the Earth that was 
in literal agreement with holy writ in 1200 A.D. is still in literal agreement with it 
today and will remain in literal agreement with it in all imaginable futures. A 
statement concerning the history of the Earth in modern astronomical terms is 
today in keeping with certain observations in geology, radiology, and paleonto- 
logy; it was in 1200 A.D. equally in keeping with the same observations and will 
be equally in keeping with them in 10,000 A.p. The same criteria applied to the 
same statement and the same supporting facts in terms of the same logic will 
always give the same decision in terms of truth or falsity. But criteria do change and 
the study of this change may well be the main problem of the sociology of knowl- 
edge. This problem, however, the author does not seem to recognize. 


Ill 


How does the author relate ‘‘ the social’’ with thought, the substructure with the 
superstructure? He combines a theory of functional interrelation—the view that 
ideas like institutions are what they are because of the functions they fulfill—with 
the theory of ‘‘elective affinity’’—the view that there is a gradual convergence 
between substructure and superstructure rather than coherence ab initio. However, 
there also is reciprocal influence: ‘‘ The substructure is as much determined by the 
superstructure as the latter is by the former...’’ (p.255). But he continues to talk 
about social determination of thought, because “‘it is easier to understand the 
superstructure through the substructure than the other way about...’’ (p.255). 
Finally, it appears that this whole discussion really has no factual basis whatever: 
“A hermeneutic method only comes into play post factum after life has already 
provided a phenomenon to be interpreted... Thoughts.. are produced in 
freedom and spontaneity... when the interpreter sets to work, the freedom and 
spontaneity.. has long ago perished from the earth... It means that what is not 
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in fact predetermined may appear pre-determined in retrospect... If we take up 
any thought or theory for historical interpretation, .. that freedom has vanished, 
and what is left for us to deal with can be treated simply as the response to a 
situation” (pp. 255-256). It is indeed hard to see what we gain, even hermeneuti- 
cally, if we, consciously and purposely, use assumptions which we deem to be 
false for the purpose of making facts more palatable. At this point, the border line 
between history and the historical novel becomes disquietingly blurred. 

The whole second part of the book is devoted to the author’s struggle with the 
problem of reconciling the concept of social determination with his faith in the 
freedom of will. This is, of course, the classical pseudo-problem of the sociology 
of knowledge. All that any science could ever expect to attain in substantiating 
“social determination”’ are statements of regularity in sequences of certain types 
of events in ‘‘ the social’’ and certain types of events in thinking or knowing. These 
statements would by necessity be probability statements. Causation in the sense 
of necessary sequence is a purely metaphysical concept and has no place in scientific 
discourse. Thus, all that a scientific sociology of knowledge might assert would be 
that individual behavior of a certain sort will probably follow certain kinds of 
social events. This does not do any damage to either the assumption of free will or 
the assumption of determination. Both are metaphysical and unscientific in nature. 
It is unfortunate that the author seems so completely unaware of the probability 
character of all assertions in modern science, natural as well as social. If, further- 
more, empirical findings of Sorokin or Adler had been taken into account, it 
would have been discovered that, so far, probability predictions seem possible 
from individual thought to “‘the social’’, but not the other way around. 

Having stated that the selection of the substructure as explanatory of the super- 
structure is merely a matter of convenience, the author concludes: ‘‘ The social 
determination of thought.. is, indeed, a fact, but like all that restricts us and 
reduces our measure, it is, or rather ought to be, a fact to be overcome... by 
widening our confined experience through the unprejudiced and sympathetic 
reception into it of the experiences of other, and at first alien, societies and cul- 
tures’’ (p.342). Experience has shown that mutual acquaintance among cultures 
does not necessarily produce mutuai love or even toleration as the author suggests 
(p. 128). Furthermore, the term ‘‘determination”’ itself implies necessity as well 
as completeness in the influence relationship between the social sphere and 
thought. So the author states: “‘Social determination is omnipresent and all- 
pervasive... it establishes all-inclusive frames of reference, total mental universes, 
which may indeed be exchanged for others but can never be escaped altogether”’ 
(p.276.. If man is said to be bound to his society to such an extent, is it logically 
justifia.se to expect that an intercultural and supranational man could arise before 
all mankind has developed one unified culture? 


IV 


The difference of opinion between the author and this writer is basic. It goes 
back to participation in different cultures and different reference groups. It is 
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primarily and foremost a difference in epistemologies. No matter how deeply we 
may understand each other’s cultures and motives, this cannot prevent us from 
rejecting each other’s views as unfounded and erroneous. This, in the reviewer’s 
view, is the main point of this discussion. In following the developments of the 
author’s ideas, the clarity of the argument had to be admired, a quality not always 
present among writers in the field. That some internal contradictions did occur 
lies in the nature of extended discursive writing which does not profit from the 
formal safeguards of strictly scientific reasoning. It is with regret that certain 
factual statements have to be pointed out that are nowadays generally considered 
as false and for which the author does not offer any sort of evidence explanatory of 
his views: that naturalism in art is an eternal esthetic value (p. 169) ; that Jews are 
a race (p.298) ; and that “‘a good symbol is not an arbitrarily chosen quid pro quo, 
but rather an essentially appropriate—a happily matched or harmonically 
adjusted one”’ (p.251). 

It may be added that this writer is going to use the book as the official text- 
book in a seminar to be given in the coming spring term. At present it is to his 
knowledge the only available systematic treatment of the whole field in the 
English language. 


University of Arkansas and University of California, Franz ADLER 
Los Angeles, Calif. (USA) 


Reply 


I 


I should like, first of all, to record my pleasure at the fact that a scholar of Professor 
Adler’s quality and standing should have thought my book worthy of such de- 
tailed and searching consideration. The tone of his review is, on the whole, 
censorious, but I suspect that there is in fact more agreement than appears at 
first sight. Professor Adler says nothing, for instance, of the carefully worked out 
typology which I have presented in Part 1, and which is an essential part of my 
contribution to the subject. Perhaps I am not over-bold in assuming that silence 
here signifies assent. 

In discussing any problem of the sociology of knowledge, there are two pit- 
falls which one must equally avoid: sociologism and scientism, that is to say, an 
undue extension of the socio-historical method, and an undue extensiori’ of the 
method of the physical and exact sciences. If anybody, for instance, argues that 
the truths of mathematics are different in different societies or ages, he is guilty 
of sociologism, and, indeed, he is talking nonsense. But it is equally illicit to try 
to squeeze social and historical reality into the Procrustean bed of those disciplines 
which have been fashioned for, and ought to be restricted to, the study of the 
lower or sub-human creation. If Prof. Adler calls for ‘‘the application of natural 
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science methods to social phenomena’”’ (p.216), it is only necessary to italicize 
two words, in order to show that his thinking suffers from a fundamental weakness, 
the failure to distinguish what should never be confused. 

There are, indeed, two ways in which one can try to make the achievements 
of the natural sciences fruitful for the study of society: one of them is permissible, 
the other is not. The illicit way is to take their positive findings and force them 
onto and into sociology. This procedure is in the last analysis unscientific and is 
not practised by the natural scientists themselves. For where can one find a 
biologist who would endeavour to build up a mechanistic system of biology, 
forgetting that the laws of dead masses are unsuitable for the interpretation of 
the phenomena of living matter? No: the true biologist, and the true scientist 
generally, varies his method according to the properties of the specific sector of 
reality with which he is concerned. This is precisely what I have done, and no 
more. It is, to say the least, curious that Prof. Adler should rate me for remember- 
ing that thought and knowledge are part of culture, and not part of nature— 
that nature is only their distant frame, and not their proximate determinant. 

But it is even more curious that Prof. Adler, with his open pan-scientism, 
should go out of his way to condemn what is probably the closest approximation 
between sociological and scientific procedure ever achieved—Max Weber’s 
method of causal imputation. What Max Weber says the sociologist should do, 
and what I, following him, suggest the sociologist of knowledge should do, is to 
work by a kind of (thought) experiment from tentative hypotheses to assured 
theses, using the data of history as the decisive controls. The difference between 
sociology and science consists here in the fact that the scientist, for instance the 
chemist, can carry out his tests in the laboratory, and repeat them ad lib., whereas 
the sociologist can only think the matter through in his mind (following—needless 
to say—the lead of reality all the way). The difference concerned is irreducible 
as societies cannot be put under the microscope or placed into crucibles. What 
exactly does Prof. Adler demand then when (on p. 216) he says the social scientist 
should, going beyond Weber’s recommendations, “‘observe in actual cases, holding 
other variables constant, what appears to be regularly associated with the absence 
or presence of a specific factor’’? Is he not crying for the waters of the moon, 
and manifestly so? We may envy the scientist his facilities, but if we cannot, in 
the nature of things, do exactly as he does, what better plan can we possibly follow 
than try to run along a parallel track? 

Prof. Adler clearly rejects here what he yet so fervently demands. And the 
same lack of consistency is noticeable in other connections, too. To show this, 
it is quite sufficient to juxtapose two of his sentences: ‘““The same criteria applied 
to the same statement and the same supporting facts in terms of the same logic 
will always give the same decision in terms of truth or falsity’’ (p.219). ‘‘No 
matter how deeply we may understand each other’s cultures and motives, this 
cannot prevent us from rejecting each other’s views as unfounded and errone- 
ous”’ (p. 221). In so far as the latter quotation proves the presence of a relativistic 
element in my reviewer’s mind, he is obviously less of a “‘scientist”’ than I am! 
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II 


The point of disagreement between Prof. Adler and myself which appears to 
weigh heaviest with him and accounts very largely for the irritation which his 
words betray, is my dissatisfaction with the results so far achieved of the tentative 
application of statistical methods to our chosen field. Not that I have really 
“rejected”? them “‘with disdain’’; do I not call Sorokin’s ‘‘a remarkable effort’’ 
(cf. p.279) ? But I do admit that I regard the yield so far as rather meagre. (Prof. 
Sorokin, I am sure, agrees with me: he is a pioneer, a man who has opened a 
new chaptcr, not a man who has closed an old one.) It is the very purpose of my 
treatise to sting those who believe in these techniques into action, to make them 
improve their tools, so that they can ultimately hope to deliver the goods. Until 
now the conceptual apparatus with which they work has not yet been refined 
enough. If, for instance, Sorokin comes to the conclusion that the intellectual 
life of the period 1900-1920 was to the extent of 53°% dominated by the “‘sensate”’ 
mentality, and that the competing ‘‘ideational’’ and “‘idealistic’’ principles were 
correspondingly in the minority, he achieves, indeed, a distant approximation 
to the facts, but not one which can satisfy a sociologist of knowledge, or, for that 
matter, any other student of cultural life. The wealth of intellectual phenomena 
observable in reality demands a correspondingly rich and varied and flexible 
approach. How much can one possibly achieve with the help of three pigeon- 
holes? 

Surely, in order to be able to count, one must first know how to distinguish. 
I find it therefore—precisely from the observational, descriptive and quantifying 
point of view—rather disturbing that Prof. Adler should obscure a borderline 
which I have endeavoured to draw and to make secure. Speaking of the micro- 
sociology of knowledge, he says: ‘‘Investigations in this subfield may well be the 
ones which in the long run will have to be relied on to substantiate some of the 
long-range theories of the macrosociology of knowledge which in their very 
nature are more resistant to empirical approaches”’ (p.217). How could they? 
The two areas simply do not coincide. It is one thing to suggest that the total 
process of social interaction, or the class-dividedness of society, or some other 
substructural fact of this kind, imparts a certain direction to human thinking, 
and it is a totally different thing to say that the employment conditions of an 
author or his relation to the reading public do so. If we must pigeon-hole, by all 
means let us do so. But let us make quite sure that not all our specimens fall into 
the same receptacle! 

I do not, however, consider that the propositions of the macrosociology of 
knowledge are really resistant to a well-conceived inductive approach. On 
pp. 204-206 of my book I have listed a number of hypotheses which, I suggest, 
should be empirically tested, and thereby either proved or disproved. There is, 
in principle, no difficulty at all in taking each of them and trying them on every one 
of the observable societies which the history of the world has produced (though 
the cooperation of many specialists would be needed to carry out such a pro- 
gramme). If this were fully and systematically done, we should receive evidence 











224 DISCUSSION 


which could rightly be called both inclusive and conclusive. We should in fact 
secure 100% proof. Is it possible to do more for the application of empirical 
methods than lay the foundations of this kind of research? 


III 


Prof. Adler comes nearest to a discussion of the core of my book when he claims 
that ideas cannot be explained in terms of a society’s value-system because both 
ideas and values are “‘behavior’’, ‘“‘and to explain this very behavior as caused by 
the values inferred from it is circular reasoning”’ (p. 218). Is it indeed? Let us see! 

We must note, first of all, that Prof. Adler’s concept of ‘‘verbal behavior’ 
appears to include not only discourse, which may sensibly be brought under this 
term, but also thought and knowledge, which cannot. The metaphysician in 
Prof. Adler here looks clearly through the thin disguise of scientism in which he 
fancies himself, but which will deceive nobody. To say that thinking and knowing 
are forms of conduct is merely a crude form of that behaviourism whose narrow- 
ness and artificiality has long since become a by-word. Naturally, you cannot 
explain men’s inner (mental) life by their outer (social) life if you start by equating 
the two; but it is difficult to imagine anything more gratuitous and artificial than 
this identification. 

Certainly, values show themselves only in action, “‘verbal’’ and “‘non-verbal’’. 
But the same is true of the laws of physics. They, too, are recognisable only when 
something happens in accordance with them, for instance when an apple falls 
to the ground. Will Prof. Adler tell us that Newton’s propositions cannot serve 
as a key to the understanding of the phenomena of terrestrial and celestial 
mechanics because they are only observable in, and have to be inferred from, 
individual happenings? 

What is so wrong about Prof. Adler’s argument is his confusion between action 
(i.e. individual action) on the one hand, and the principle of action (i.e. the principle 
informing modes of action, masses of action as characteristic of concrete societies) 
on the other. One should have thought that fifty years after Sumner’s Folkways 
it should not be necessary to insist on this all-important distinction. As Sumner 
has so classically and convincingly shown, there arise, out of men’s isolated and 
incoherent tentative doings, certain lasting and assured customs or ‘‘folkways”’ 
which become the mainstay of social life and are the whole secret of its coherence 
and continuance. They are like the laws of nature in that they explain the re- 
currence of certain social phenomena within the human cosmos concerned. The 
sociology of knowledge merely claims that these folkways (which evince, and can 
be regarded as, the pursuit of certain guiding values selected in praxi by the 
people who live in common) can throw light, not only on outer human conduct, 
but also on inner mental processes, on human thought. Where is the difficulty? 
There is no circular reasoning at all: values cannot be said “‘to be’’ behaviour, 
but only to emerge from it, which is a vastly different thing. The laws of social 
life are none the less laws of it, and explicative of it, for having emerged from it. 
Must this really be said in a discussion among sociologists ? 
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As to the probability character of the assertions of the sociology of knowledge, 
and indeed of all sociology, there is in principle no quarrel between Prof. Adler 
and myself. Nevertheless, I would urge the necessity of making distinctions even 
here. It is one thing to say that stones dropped in the future will probably fall 
at an accelerating speed, and an entirely different thing to say that populations 
faced with long-term mass unemployment will probably break away from the 
existing economic order. No good can ever come from overlooking both the 
statistical and the essential contrasts between the operation of personal and the 
operation of impersonal forces. 


IV 


I wished it had been possible to bring my reply to Prof. Adler to an end here. 
But unfortunately this is impossible for I must say a word about the many mis- 
representations of my book which have crept into his review. 

Some of these are entirely harmless and can be corrected by a simple attentive 
re-reading of what I have written. Thus I have not said—because I do not believe 
it—that Jews are a race, or that naturalism in art is an eternal aesthetic value. 
As for the proposition that ‘‘a good symbol is not an arbitrarily chosen quid pro quo, 
but rather a happily matched one’’, I see no reason for retreating from it. The 
great powers are all using powerful animals like the eagle or the lion or the bear 
for heraldic purposes, for they want in this way to show forth their strength. 
Would any of them put the donkey or the skunk on their escutcheon? 

Other misrepresentations are less harmless. How dare Prof. Adler report me 
as stating ‘‘that the selection of the substructure as explanatory of the super- 
structure is merely a matter of convenience’’, if I expressly and sharply reject 
this idea in my criticism of Ernst Griinwald (pp. 239 seq.) ? All I am saying is 
that we must, when we start our search for the truly decisive substructural feature 
or features, tentatively assume that each of them might have a degree of influence 
on the superstructure. As for the phrase, “‘using assumptions which we deem to 
be false for the purpose of making facts more palatable’’, it is a cruel caricature 
of the argument of a man whose only aim is to find the truth. Another wrong 
ascription is the assertion that my term ‘determination’ “implies necessity as well 
as completeness in the influence relationship between the social sphere and 
thought’. This goes not only against my long footnote on p.59, but against the 
whole of my Chapter 7. The suggestion that my discrimination between ideology 
and socially determined thought is ‘‘roughly a repetition of Mannheim’s distinc- 
tion between ideology and utopia in slightly different words’’, is less a misrepre- 
sentation of myself than of Mannheim, for Mannheim’s utopia is a kind of counter- 
ideology and hence also ideological. This matter I have explained on p. 316 and 
325 seq. The parallel, in Mannheim, to my basic contrast is that between adjusted 
thought on the one hand, ideological and utopian thought on the other. 

But the most grievous misrepresentations occur in the very first paragraph. 
I hardly believe my eyes when I see the statement that I have “‘often repeated” 
that the application of natural science methods to social phenomena is “‘useless’’, 
and “‘that social scientists should rely instead on sympathy, empathy, mystical 
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experience and metaphysical speculation’’. This is absolutely untrue. I recommend 
these methods, in addition to others, not instead of others, on p.209, but there I 
expressly speak of ‘‘efforts outside the confines of science’’, i.e. of philosophical 
problems not amenable to scientific treatment. Prof. Adler wants me to appear 
as an obscurantist enemy of science. What travesty! On the very page where this 
discussion occurs I have written: ‘‘Our modern society has greatly advanced 
human knowledge by systematically developing and applying the rational meth- 
ods of science. That is why it has been so successful in some fields!”’ 

Here, then, we have not only misrepresentation, but falsification. Yet even 
this is not the worst. The worst is in the first two lines. I am, Prof. Adler says, 
“not a sociologist”’. Who is a sociologist, if not a man who has studied and taught 
the subject in one form or another all his life, or a man who makes contributions 
to it? The whole sentence is a sly attempt to raise prejudice against me from the 
very beginning. A man who is not a sociologist, yet publishes a “Sociology of 
Knowledge’’, is a man out of his depth, a man without standing, an interloper. 
This sharp practice may be permissible among lawyers or politicians, though it 
reflects no credit even on them, but it should never be allowed into scholarly 
discourse. I shall say no more about it, for I am satisfied that this kind of tactic 
tells against him who uses it, not against him against whom it is used. 

As for Prof. Adler’s generalisations about American sociologists, they are, 
surely, less than the truth. The prime concern of most of them, and indeed of 
the best of them, is not “‘the application of natural science methods”’, but the 
pursuit of the truth with all methods that are at our disposal. In this I am absolutely 
at one with them, and the attempt to open up a gulf between them and me is 
merely another special pleader’s trick which any fair-minded person will dis- 
regard and condemn. 


University of Manchester (United Kingdom) W. STARK 
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BESPRECHUNGEN 
COMPTES RENDUS - REVIEWS 


Hans Bartu. Die Idee der Ordnung — Beitrége zu einer politischen Philo- 
sophie. Erlenbach-Ziirich und Stuttgart 1958. Eugen Rentsch-Verlag. 
2548S. sFr. 17.40 


Die vorliegenden fiinf Essays sind ein wertvoller Beitrag zur Philosophie von 
und iiber Politik. Zwei von ihnen, der erste und der letzte, sind allgemein ge- 
halten und grundsatzlicher Art, die fiinf anderen behandeln geschichtliche Er- 
scheinungen, namlich Burke, Rivarol, Lammenais, Comte, de Maistre, Bentham 
und Proudhon. Schon diese Auswahl legt den Gedanken nahe, dass es dem Autor 
im wesentlichen um ein konservatives Anliegen zu tun ist, wie es ja der Titel an 
und fiir sich schon fordert. Denn immer hat der Gedanke der Ordnung, im 
Gegensatz zu Freiheit und Gerechtigkeit, konservative Denker beschaftigt, und 
der Wert der Ordnung wird auch dementsprechend meist stillschweigend vor- 
ausgesetzt. Dass auch die Unordnung unter Umstanden erwiinscht sein kann, 
wird selten erwahnt, und dass weder Ordnung noch Unordnung ohne Beriick- 
sichtigung des Zweckes der Anordnung von Gegenstanden, Gedanken und son- 
stigen Dingen festgestellt, ja sogar ermittelt werden kénnen, wird dabei vielfach 
iibersehen. 

Auch in diesem gedankenreichen Buche héren wir iiber Sinn und Wesen der 
Ordnung recht wenig, um so mehr dagegen iiber ihre Bedeutung und ihren 
Wert. In den beiden Essays, die den Rahmen der geschichtlichen Untersu- 
chungen abgeben, wird von Philosophie und Politik, d.h. von politischer Philo- 
sophie und philosophischer Politik gehandelt. In diesem Zusammenhang wird 
von Barth die Auffassung vertreten, die wir teilen, dass «die Philosophie das 
politische Handeln begriindet» habe, ja dass sie die Funktion habe, «das poli- 
tische Handeln zu legitimieren.» Diese urspriinglich von der Religion geiibte 
Funktion, so diirfen wir hinzufiigen, wird von der Philosophie in Zeiten des 
Religionsverfalls ibernommen, weil Legimitat fiir die Aufrechterhaltung oder 
vielmehr den Bestand einer politischen Ordnung von ausschlaggebender Bedeu- 
tung ist. « Die Philosophie hat eine ideologische Funktion. Das ist ihre Ehre und 
ihre Gefahr» (S. 14). Dieser mit der herrschenden Philosophiegeschichte in 
scharfem Widerspruch stehende Gedanke ist fiir die Uberlegungen Hans Barths 
richtungweisend. Fragt man, ob es einen Begriff gebe, der die Verwandtschaft 
von Philosophie und Politik verdeutlicht, so antwortet Barth: ja, es ist das der 
Begriff des Prozesses, und zwar im Sinne eines Gerichtsverfahrens. In Anlehnung 
an Kant und Hegel wird dieser Gedanke verdeutlicht und auf seine Beziehung 
zu Richter und Gesetz verwiesen. Aber liegt die Problematik nicht auf einer 
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anderen Ebene? Muss man nicht anerkennen, dass gerade da, wo Gesetz und 
Legalitat enden, der eigentlich politische Bereich beginnt? Zugegeben, die 
Macht versucht sich zu verbergen und durch eine auf das Recht bezogene Legi- 
timation (die nicht mit der Legalitat verwechselt werden darf) auszuweisen. 
Aber die Antithetik von Macht und Recht wird dadurch nicht aufgehoben, eher 
sogar noch verscharft. Sehr zutreffend zieht Barth den bei Locke auftretenden 
Begriff der Prarogative! heran; aber eine Lésung bietet Locke bekanntlich nicht. 

Es kann in einer kurzen Besprechung nicht auf die geistvollen Ausfiithrungen 
zu den verschiedenen, bereits genannten Lehren zur Politik naher eingegangen 
werden. Ob es sich um den Einfluss Burkes auf das deutsche Denken oder um 
Rivarols Stellung zur franzésischen Revolution (ein neuerdings bekanntlich von 
Ernst Jiinger anthologisierter Schriftsteller) handelt, immer wird man angeregt 
und belehrt. Aber ich méchte noch einiges iiber das Schlusskapitel sagen, in dem 
es sich um «das geschichtliche und das natiirliche Recht und die Idee der 
Ordnung als Problem der politischen Philosophie» handelt. Barth behandelt 
hier das Wiederaufleben des Naturrechts, das allerdings allzusehr etwa im 
Sinne von Radbruch an das Zeitgeschehen gekniipft wird. Allzusehr deshalb, 
weil die Erneuerung des Naturrechts (die iibrigens im Grunde allerdings sehr Ver- 
schiedenes umfasst) ja schon lange vor Faschismus und Kommunismus eingesetzt 
hat, und aus einer eigentiimlichen rechtsphilosophischen Situation erwuchs, die 
dann nur durch die totalitaren Entwicklungen ins scharfste Licht geriickt worden 
ist. Dagegen ist die Wiederbelebung des Gedankens an ein Widerstandsrecht, 
das als konkrete Anwendung des Naturrechts angesehen werden kann, allerdings 
mit der totalitaren Machtanwendung eng verkniipft. Dass daneben die allge- 
meine Erschiitterung der Legitimitatsvorstellungen von entscheidender Bedeu- 
tung fiir das Wiedererstehen des Widerstandsgedankens gewesen ist, liegt auf der 
Hand. Im Verlaufe der an diese Zusammenhange sich kniipfenden Ausfiihrungen 
verdeutlicht Barth eine Reihe grundlegender Wahrheiten, so etwa die Feststel- 
lung, dass «das Naturrecht beschworen wird, wenn den Menschen die Verzweif- 
lung ergreift angesichts der Ubermacht der zentralisierten Apparatur» (S. 200). 
Dabei ist sich Barth durchaus der Problematik des Naturrechts bewusst; gegen 
sein Wiederaufleben etwa im Sinne von Mitteis’ Aufsatz « Uber das Naturrecht» 
bemerkt er knapp, dass «nichts einzuwenden ware, wenn es eine klare und ein- 
deutige Ubereinstimmung bei der Beantwortung der Frage gabe, was denn nun 
als Naturrecht zu gelten habe» (S. 201). Nicht nur der Rechtsgehalt, sondern 
auch die Naturvorstellung wird kurz im Sinne der neueren Diskussion iiber diese 
Dinge einer Kritik unterzogen®. Dass wir in diesem Zusammenhang auch iiber 
den Angriff auf den Historismus einiges sehr Zutreffendes gesagt bekommen, sci 
nur am Rande bemerkt. Entscheidend ist, dass Barth bereit ist, auszusprechen, 
dass «die Rechtfertigung des Naturrechts darin liegt, dass es die Idee des Masses 
und die Idee der Gerechtigkeit darstellt» (S. 207). Barth zeigt jedoch, dass histo- 
rische und naturrechtliche Auffassung sich gar nicht so fern stehen, wie das viel- 


1. Siche dazu mein Constitutional Reason of State (1957), Ch. v. 
2. Leider erfahrt man nicht immer diese Kritik, so etwa bei der Erwahnung des Buches von Leo Strauss, 
dessen historische und juristische Unzulanglichkeiten nicht einmal angedeutet werden. 
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fach behauptet wird. «Und das geschichtliche Recht muss auf die Idee des 
natiirlichen Rechts bezogen werden, weil der Anspruch des Masses sich in einer 
iibergeschichtlichen Geltung begriindet» (S. 213). 

Barths Ausfiihrungen gipfeln in der Feststellung, dass «der zentrale Begriff 
der politischen Philosophie der Begriff der Ordnung» zu sein scheine. Familie, 
Staat, Religion - sie alle verlangen nach Ordnung. Besitzt aber solche Ordnung 
eine «spezifische Struktur»? Gibt es eine « Logik der Ordnung»? Wo eine Viel- 
heit von Menschen zu einer Einheit zusammengefasst sind, da gibt es eine Ord- 
nung. Solche Ordnungen sind fiir Barth letzten Endes « Tatbestande des ethi- 
schen Handelns und des moralischen Verhaltens». Die Logik der Ordnung 
«setzt eine geistige Einheit voraus» (S. 217), daher denn «Konsens und Loyali- 
tat» die Bedingung jeder Ordnung sind. Um nun ein Ordnungssystem « hand- 
lungsfahig zu machen», d.h. es in die Lage zu versetzen, entstehende Konflikte 
beizulegen und Probleme zu lésen, muss es « Instanzen» geben. Barth glaubt, in 
dem Begriff der Instanz einen wichtigen Schliissel zum Ordnungsproblem ge- 
funden zu haben. Daraus ergibt sich namlich die Méglichkeit, eine Ordnung der 
Ordnungen zu schaffen. Instanz fiihrt auf die Frage nach der Rangordnung der 
Instanzen und damit auf die Frage: gibt es eine letzte Instanz? Zustimmung 
(Konsens) und Loyalitat stehen in einem dialektischen Verhaltnis zueinander. 
Die Grenze der Loyalitat ist dann erreicht, «wenn nach bestem Wissen und Ge- 
wissen die Zustimmung versagt werden muss.» Bedeutet dies, dass es eine letzte 
Instanz nicht geben kann? (Das hier anklingende Problem der Sanktion iiber- 
gehen wir.) Jede Instanz beruht auf der Notwendigkeit der Reprasentation; 
umgekehrt verleiht die reprasentative Qualitat der Instanz ihrer Entscheidung 
den Reprdasentierten gegeniiber Geltung. Weil alle Regeln Liicken aufweisen, 
muss letztlich ein Mensch «die Ordnung deutend und erganzend praktikabel 
machen» (S. 223). So kommt Barth zu dem Schluss, dass die Funktion der 
Instanz nur ein Mensch ausiiben kann. Damit aber wird die Frage nach der 
letzten Instanz, die Frage danach: who shall have the last word? zur ausschlag- 
gebenden Frage jeder politischen Ordnung fiir Barth. An diesem Punkt ent- 
scheidet er sich nicht fiir Voluntarismus oder fiir Rationalismus (oder mittel- 
alterlich gesprochen: fiir Nominalismus oder Realismus), sondern er stellt fest, 
dass eine letzte Instanz rational sein miisste, dass sie aber, weil Person, «der 
Tauschung, der Subjektivitat anheimzufallen droht» (S. 224). Weil dem so ist, 
erklart er, sei «eine politische Philosophie daher die Lehre von den Konflikten 
der Ordnungen und Instanzen». 

Aber muss man wirklich bei dieser Aporie Halt machen? Gibt es jenseits 
eines solchen Dezisionismus nicht eine ontologisch besser fundierte Ordnung? 
Wir glauben es, und fiihlen uns in dieser Uberzeugung eins mit einer grossen 
Uberlieferung, die nicht die Ordnung, sondern Gerechtigkeit und Freiheit zu 
den zentralen Begriffen der politischen Philosophie macht. Dass beide Begriffe 
einer neuen Begriindung harren, kann kaum bezweifelt werden, so sehr auf den 
Einsichten der Vergangenheit aufgebaut werden muss. Gewiss ist es richtig, dass 
«jede Staatsform eine bestimmte Gestalt der Auseinandersetzung mit der Logik 
der Ordnung» darstellt; aber sie tut es, weil die Ordnung mit Gehalt nur erfiillt 
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werden kann, wenn sie auf Gerechtigkeit und Freiheit ausgerichtet ist. Von ihnen 
hangt es ab, ob eine bestimmte Anordnung von Instanzen usw. als Ordnung oder 
als Unordnung angesprochen wird. Gerade das, was Barth sehr zutreffend iiber 
Hobbes, Rousseau und die Jakobiner sagt, fiihrt auf diese Folgerung, die Barth 
selber nicht fremd ist. Denn wir lesen bei ihm: «Als unabweisbare Konsequenz 
ergibt sich die Einsicht, dass die Méglichkeit der Neubestimmung des gerechten 
Rechts erhalten bleiben muss» (S. 234). Von daher wird der Begriff der letzten 
Instanz problematisch. Barth selber betont, dass «die Notwendigkeit der Letzt- 
instanzlichkeit weder die Richtigkeit noch die Gerechtigkeit einer letzten Ent- 
scheidung» verbiirge. Wenn dem so ist, so ist diese Notwendigkeit selber damit 
fraglich geworden. 

Gewiss hat Barth recht, wenn er abschliessend bemerkt, dass «Ordnungen 
sind, weil Menschen ihren Sinn zu Bestimmungsgriinden ihres Handelns er- 
heben» (S. 238). Aber kann ihr Sein begriffen werden, ohne dass ihr Sinn ins 
Auge gefasst und erkannt wird? Diese Frage nach dem Sinn fiihrt auf Werte und 
Uberzeugungen, die letzten Endes nur im Rahmen von transzendenten Wirklich- 
lichkeiten begriffen werden kénnen. Damit ist die unauflésliche Bindung der 
Politik und allen Wissens um sie an Philosophie, ja Metaphysik gegeben. Die 
Ordnung ist daher nur ein formaler Aspekt der politischen Gemeinschaft, und 
so wichtig sie ist, das eigentliche Zentrum der Politik liegt doch wohl anderswo. 
Es gibt Zeiten und Konstellationen, in denen eine grosse Unordnung trachtiger, 
werthaltiger und daher auch politisch richtiger sein kann als die Ordnung, aus 
der sie hervorgegangen ist. Auch das Verstandnis solcher Zeiten gehért zentral 
zum Wissen um die Politik. 

Wir deuten diese Perspektiven an, aber nicht etwa, um den Wert des vor- 
liegenden Buches in Frage zu stellen. Es ist ein kluges und gedankenreiches Buch, 
das fiir Philosophie und politische Wissenschaft eine bleibende Bedeutung besitzt. 


Harvard University, Cambridge (USA) Car. JOACHIM FRIEDRICH 
und Universitat Heidelberg (Deutschland BR) 


KENNETH E. Boutpinc. The Skills of the Economist. Cleveland 1958. 
Howard Allen. 194 p. $3.50 


En quoi consistent les instruments de l’analyse économique? A quels objets 
peut-on les appliquer a l’intérieur ou au-dela des frontiéres traditionnelles de 
Economique? Telles sont les questions que Boulding a entendu traiter en con- 
sacrant six essais aux techniques et compétences (le terme «skill» est intraduisible 
en francais) de ses confréres. 

Les investigations de l’économiste portent sur un «univers» de raretés échan- 
geables. Or, tout échange implique une égalité de valeurs ou de sacrifices. L’éco- 
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nomiste est donc naturellement conduit 4 étudier les conditions d’équilibre, 
partiel ou général, d’un systéme d’échanges, le procédé de raisonnement le plus 
spécifique utilisé par lui étant celui de l’analyse marginale, fondée sur la conception 
d’aprés laquelle les agents économiques seraient exclusivement guidés par la 
recherche du profit maximum. Bien qu’une telle hypothése ne soit confirmée ni 
par le psychologue, ni par le sociologue, elle n’en est pas moins féconde, car les 
postulats de comportement auxquels elle aboutit correspondent a des relations 
logiques entre les quantités et les prix des raretés échangées, produites ou con- 
sommeées. 

Cependant les hommes d’affaires font invariablement preuve d’une indiffé- 
rence ou d’un scepticisme complets a |’égard du principe si élégant de la maxima- 
tion des profits, cette attitude négative tenant, notamment, au caractére arbitraire 
des évaluations comptables, a l’incertitude de l’avenir, 4 imperfection des 
marchés, au souci d’accroitre la sécurité, fait-ce aux dépens de la rentabilité. En 
fin de compte, comment, ignorant l’emplacement de l’optimum, les hommes 
d’affaires pourraient-ils s’orienter sur ce phare éteint? (Il est, toutefois, concevable 
que les progrés de la recherche opérationnelle multiplieront bientét de tels points 
de repére.) 

Puisque les agents économiques ne sont pas automatiquement guidés par le 
radar du profit maximum, quels sont donc les facteurs qui influent sur leur com- 
portement? Dans cet ordre d’idées, l’auteur attache une importance particuliére 
aux mécanismes «homéostatiques» en vertu desquels les organismes économiques 
tendent 4 maintenir dans un milieu changeant leur structure et leur position 
relative, par exemple en procédant a des amortissements adéquats ou en alimen- 
tant un taux de croissance constant. Il y aurait, d’autre part, grand intérét a 
élaborer une théorie, qui reste encore a faire, de l'information génératrice de déci- 
sions. Cependant Boulding nous parait, a cet égard, sous-estimer les efforts 
accomplis par les pionniers de l’économie de gestion, tenus par lui en piétre estime: 
«le recueil d’organigrammes, de banalités et d’adages qui caractérise le manuel 
moyen d’administration des entreprises cause a l’économiste un insurmontable 
ennui». Or, en fait, la technique moderne de la prévision et du contréle budgé- 
taires, le calcul des prix standard, l’application du principe de l’exception ré- 
pondent déja dans une mesure appréciable au voeu de Boulding. Aussi est-il assez 
surprenant de lire sous la plume d’un auteur américain que «la comptabilité 
est, en majeure partie restée une pratique légale et traditionnelle, presque entiére- 
ment immunisée contre l’autocritique scientifique». 

Cependant le concours que |’économiste est en mesure d’apporter aux respon- 
sables des affaires publiques est sans doute plus important que celui qu’il peut 
préter aux dirigeants des entreprises privées. En effet, étant entrainé de longue 
date a construire des systémes d’équilibre général et, depuis Keynes, a étudier les 
liaisons des aggrégats, il est particuliérement apte a analyser |’évolution d’une 
collectivité nationale et 4 distinguer des relations, sinon des solutions, qui restent 
inapercues lorsque |’attention se concentre sur tel ou tel aspect fragmentaire de la 
politique économique: «II existe une réelle différence de qualité entre la nature 
des avis qu’un gouvernement obtient de ses économistes et celle des avis que lui 
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donnent ses diplomates. Les économistes opérent dans un secteur dont les grandes 
lignes sont désormais dégagées et dont les principaux instruments de contrdéle 
sont connus. Au contraire, en ce qui concerne le probléme vital de la guerre ou la 
paix, nous continuons a tatonner par impulsions, a la lueur fugitive et souvent 
trompeuse de nos institutions, car nous ne possédons ni systéme théorique valable, 
ni procédés de calcul adéquats pour le traiter. » 

Toutefois, l’économiste aurait tort de tomber dans le péché d’orgueil, car la 
clé du progrés n’est pas entre ses mains. Une société d’hommes purement éco- 
nomiques, suggére Boulding, se figerait rapidement dans un équilibre de stagna- 
tion. Elle serait méme incapable d’engendrer des «institutions aussi romantiques 
et irrationnelles que les banques ou les sociétés anonymes». Dans le domaine éco- 
nomique comme dans les domaines politique, social et religieux, ce sont les élé- 
ments perturbateurs, les destructeurs d’équilibre, en un mot les innovateurs qui 
déchainent les forces de croissance et réalisent les grands desseins et l’auteur 
rejoint ici la thése fondamentale du grand Schumpeter. 


Paris Gaét Fain 


P. Lestey Cook (en collaboration avec Ruth Cohen etc.). The Effects 
of Mergers. London 1958. Allen & Unwin. 458 p. 42s. 


Le livre de J.S. Bain, Barriers to New Competition, dont nous avons présenté le 
compte rendu ici méme, dégageait deux tendances: étudier le fonctionnement 
des oligopoles a partir des cas concrets; rattacher le comportement des firmes aux 
conditions générales du secteur et non plus seulement aux attitudes réciproques 
des concurrents. Le livre de P. L. Cook, R. Cohen et alii sur les fusions entre firmes 
est de la méme veine. 

Ces auteurs examinent les fusions qui ont eu lieu — en gros — au cours d’un 
siécle dans six secteurs de l’industrie anglaise (ciment, cotonnades imprimeées, 
savon, verre plat, construction automobile et brasserie), puis présentent une 
synthése de leurs conclusions particuliéres 4 chacun de ces secteurs. 

La fusion constitue une des issues possibles de l’évolution vers la concentration. 
Elle a lieu quand se trouvent réuries une des deux causes et une des deux conditions 
suivantes : 


17 cause: Economie de taille, c’est-a-dire avantage qu’il y a a produire a grande 
échelle, que celle-ci tienne 4 des conditions techniques ou institutionnelles: 
investissements d’emprise sur la distribution par exemple. 

2° cause: Lutte entre les concurrents, qui se solde par un gachage des prix et réduit 
en longue période les bénéfices. 

1'€ condition: Impossibilité d’accord sur les prix, quelle qu’en soit la raison: 

nombre de concurrents trop élevé, suréquipement, différenciation des biens, 

etc. 
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2° condition: non-élimination rapide des firmes; l’élimination des firmes se produit 
principalement, selon les auteurs, quand le progrés technique est rapide, qu’il 
déplace la demande d’un concurrent a un autre, change les moyens de pro- 
duction et de vente et rend sans valeur les actifs de celui qui n’a pas su s’adapter. 


Ainsi la fusion se produirait lorsque |’élimination et l’entente seraient impos- 
sibles ou difficiles 4 réaliser. Elle se produirait dans les secteurs ot il y a un grand 
nombre de vendeurs, ov la barriére 4 l’entrée des nouveaux venus serait relative- 
ment élevée, ou les liens seraient hétérogénes et ot: le progrés technique ne rendrait 
pas rapidement vain l’équipement de ceux qui ne veulent ou ne peuvent pas 
s’adapter. Elle est naturellement facilitée par une prise de conscience de la 
situation. 

Cette fusion conduit généralement a la constitution d’une grande unité. Quels 
en seront les effets globaux? Pour les apprécier il ne suffit pas de comparer ce qui 
se passe juste avant et juste aprés la fusion; il faut voir les effets 4 long terme. 
Or, ceux-ci ne peuvent étre dégagés qu’en comparant la situation effective 4 une 
situation hypothétique, 4 ce qui se serait passé s’il n’y avait pas eu de fusion. 
L’appréciation a donc un caractére nécessairement personnel. 

De plus ces effets sont variables suivant la raison d’étre de la fusion (économie 
de taille, ou éviter la lutte des prix), la place prise par la nouvelle firme (situation 
de «leadership» plus ou moins assise avec menace ou non de la part de nouveaux 
venus) et la situation générale (progrés technique plus ou moins important). 

On peut tout au plus avancer que 

— les prix auront souvent tendance a monter dans |’immédiat et a se stabiliser; 

— Vefficacité, la productivité tendra généralement a croitre par réduction de la 
surcapacité, effet d’imitation, possibilités d’investissements, etc. Conclusions 
qui sont somme toute fort proches de celles de Gaétan Pirou sur les effets 
du trust. 

Notons enfin que les monographies des six secteurs et l’analyse des raisons et 
modalités du gachage des prix sont dignes d’intérét en elles-mémes. 

Cette étude complete donc bien celle de Bain; les auteurs anglais nous montrent 
une des issues d’une situation oligopolistique; l’Américain nous en indiquait la 
raison d’étre. Au point de vue méthodologique il faut noter que les Anglais 
étudient chaque cas séparément, tandis que l’Américain procédait par analyse 
différencielle. 

L’une et l’autre contribuent a cette théorie générale de l’oligopole dont nous 
avons tant besoin et qui d’un point de vue théorique est dans une impasse. Quel 
chemin depuis les études juridiques 4 la Pirou ou normatives 4 la Stackelberg. 


Université de Lille (France ) M.F. Caper 
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ERBE RENE. Die nationalsozialistische Wirtschaftspolitik 1933-1939 im 
Lichte der modernen Theorie. (Hg. vom Basle Centre for Economic and 
Financial Research.) Ziirich 1958. Polygraphischer Verlag. 198 S. 
sFr. 19.70 


Das Buch Erbes zerfallt in zwei Teile. Der erste gibt eine Beschreibung der 
nationalsozialistischen Wirtschaftspolitik der Jahre 1933-1938 auf Grund der 
jetzt verfiigbaren Unterlagen. Einigermassen iiberraschend ist der Umfang der 
Riistungsausgaben im Jahre 1934; im iibrigen bestatigen Erbes Ausfiihrungen, 
dass bereits seit 1933 in Deutschland eine « Kriegswirtschaft in Friedenszeiten» 
herrschte mit riesigem staatlichem Defizit, rasch ansteigender kurzfristiger 
Staatsverschuldung, ebenso rasch steigender Geldmenge und einer grossen Zahl 
direkter, physischer Kontrollen und Zwangsmassnahmen. 

Der zweite Teil wendet die kreislauftheoretischen Arbeitsmittel auf das ver- 
fiigbare Zahlenmaterial an. Erbe erstellt eine nationale Buchhaltung nach dem 
orEc-Schema fiir die deutsche Volkswirtschaft der Jahre 1933-1938, erganzt 
durch eine monetare Analyse, die ungefahr einer Geld- und Kreditrechnung ent- 
spricht. Anschliessend gibt er ein makrodkonomisches Modell auf Grund sehr 
stark vereinfachender Annahmen. Als autonome «Investitions»-Ausgabe (im 
Sinne der Multiplikatortheorie) wird die Summe aus Riistungsausgaben, staat- 
lichen Investitionen, privaten Anlageinvestitionen, Lagerveranderungen und 
Saldo der Ertragsbilanz mit dem Ausland angenommen. Erbe erhalt derart fol- 
gende Beziehungen (S. 148 ff.) : 


Bruttoinvestitionen zu Bruttovolkseinkommen 
Y = 1,69 x + 48,96 (Milliarden rm), (Multiplikator 1,69) 


Nettoinvestitionen zu Nettovolkseinkommen 
Y = 1,63 x + 42,71 (Milliarden rm), (Multiplikator 1,63) 


Erbe versucht anschliessend in langeren Ausfiihrungen nachzuweisen, dass die 
nationalsozialistische Wirtschaftspolitik der Aera Schacht nicht als keynesianisch 
bezeichnet werden kénne. Keynes habe durch die sekundéren Multiplikator- 
wirkungen des Budgetdefizits den privaten Konsum ausweiten und damit das 
Volkseinkommen erhéhen wollen, also eine méglichst hohe Konsumneigung und 
grossen Multiplikator angestrebt; die Nationalsozialisten dagegen hatten den 
privaten Konsum und die privaten Investitionen mit allen Mitteln niedrig ge- 
halten, um méglichst viel Produktionsfaktoren fiir die Riistung frei zu bekom- 
men. Demgegeniiber wird geltend gemacht, das Kernstiick der Keynesschen 
Wirtschaftspolitik sei eine antizyklische Finanzpolitik mit Defiziten bei Unterbe- 
schaftigung, welche nicht inflatorisch wirken, solange nicht Vollbeschaftigung 
erreicht ist}. 


1. Vgl. auch die Auseinandersetzung zwischen Erbe und Wagner in der Schweizerischen Zeitschrift fiir 
Volkswirtschaft und Statistik, 93. Jg., 1957, insbesondere S. 20ff. und go. Jg., 1954, S. 463 ff. 
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Der Streit erscheint insofern als ziemlich miissig, als die Bedeutung Keynes’, 
wie Erbe richtig erwahnt (S. 167), in erster Linie auf methodologischem und 
theoretischem Gebiet liegt und er die wirtschaftspolitischen Folgerungen aus der 
Allgemeinen Theorie nur beilaufig und unvollstandig gezogen hat. 

Erbe nimmt offenbar an, dass Keynes’ methodologischer Apparat auch dann 
sinnvolle Ergebnisse liefern kann, wenn er auf eine totalitare Zentralverwaltungs- 
wirtschaft angewendet wird. Dies ist héchst fraglich. 

Nehmen wir an, in einem Konzentrationslager wurden taglich 5000 Fr. fiir 
die Verpflegung der Insassen ausgegeben. Sie wiirden nun zu Bauarbeiten einge- 
setzt. Die taglichen Ausgaben steigen auf 70009 Fr. fiir Verpflegung und 20000 Fr. 
fiir Baumaterial. Der Vorgang kann formal vollig einwandfrei nach dem Key- 
nesschen Schema dargestellt werden: Zunahme des gesamtwirtschaftlichen Ein- 
kommens 22000 Fr., davon 2000 Fr. konsumiert, 20000 Fr. (die Bauausgaben) 
gespart und investiert, woraus sich ein Grenzhang zum Konsum von rund 0,1 
und ein Multiplikator von rund 1,1 ergeben. 

Das Konzentrationslager ist ein ausserster Grenzfall. Er zeigt aber drastisch, 
dass die Multiplikatorrechnung nur ein formales Schema ist, das die einge- 
fiihrten Zahlen véllig unabhangig von dem Wirtschaftssystem verarbeitet, aus 
dem sie stammen. In seiner Allgemeinen Theorie setzt Keynes eben als voéllig selbst- 
verstandlich voraus, dass im wesentlichen das gesamte Volkseinkommen auf die 
einzelnen Individuen aufgeteilt und fiir sie verfiigbar wird und dass sie persén- 
lich und privat entscheiden, wie es verwendet, insbesondere auf Konsum und 
Sparen/Investition aufgeteilt wird?. Keynes’ Grenzhang zum Sparen oder Kon- 
sumieren geht vom Einzelnen aus. Der gesamtwirtschaftliche Grenzhang zum 
Sparen bzw. Konsum und damit der Multiplikator ergibt sich als Summe oder 
Resultante dieser individuellen Grenzhange*. Bei einer freien Wirtschaftsver- 
fassung erklart die Multiplikatorrechnung wirklich, wie das Ergebnis dieses Zu- 
sammen- und Gegeneinanderwirkens der freien Entscheidungen einzelner Indi- 
viduen zustandekommt, nicht dagegen bei einer Zentralverwaltungswirtschaft, 
wo die Zwangsmittel entscheidend sind, mit denen die Machtspriiche der 
Staatsleitung durchgesetzt werden. 


Schaffhausen (Schweiz ) Rupo.r BorKOwskYy 


2. Vel. General Theory (Ausgabe 1951), Kap. 8, 9 und 10, insbesondere Kap. 9g, 1, S. 109/10. Keynes 
betont, nachdem er den méglichen Einfluss institutioneller Anderungen erwahnt hat: «We shall... take 
as given the main background of subjective motives to saving and to consumption respectively.» 

3. Vel. General Theory, Kap. 18, m, S. 251, wo von einem «average of the individuals» als gesamt- 
wirtschaftlich bestimmendem Faktor die Rede ist. 
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C. J. Frrepricu. Constitutional Reason of State. The Survival of the 
Constitutional Order. (The Colver Lectures in Brown University, 
1956.) Providence, Rhode Island 1957. Brown University Press. x1, 


131 pp. $3.- 


It goes without saying that Professor Friedrich’s Constitutional Reason of State 
is an interesting and challenging book. It is extremely well worth reading, and 
for different reasons: both as a collection of essays in the history of political theory 
and because of its own approach to one of the fundamental problems of politics. 

The author is building on Meinecke, as is shown by the title, and he has very 
appropriately reprinted his twentyseven-year-old review of Meinecke’s Die Idee 
der Staatsrdson at the end of the volume. He does not agree with Meinecke in every- 
thing, but it is only fair to say that he is continuing along the lines of Meinecke’s 
thought. The historical essays deal with Machiavelli, Harrington, Spinoza—a very 
useful but not entirely usual addition— Montesquieu, the Calvinists and Althusius, 
Milton, Locke, Kant and Hegel. Luther and Rousseau appear also, although they 
are not quite independently treated. 

The essays on these authors contain a number of very pertinent and thoughtful 
observations. And it is also noteworthy that the writer has managed to exercise 
unusual self-discipline in analysing his problem. Where many other authors would 
have been tempted to show off their learning by treating a number of irrelevant 
subjects, Professor Friedrich has been careful to exclude almost everything that 
is not directly connected with his main problem. On the other hand, his observa- 
tions are interesting not only in connection with that problem, but also as clarifying 
past political theory as a whole. It is, for instance, very important for the modern 
student to remember what “‘dictatorship’’ was supposed to mean and actually 
did mean in Ancient Rome, and to realize that the original meaning was still 
honoured by Machiavelli. The realistic and rationalistic approach of Spinoza is 
too frequently forgotten; in fact, the pages devoted by Friedrich to this philosopher 
would probably make the normal student ask himself whether there was anything 
very new in liberal ideas as developed towards the end of the 18th and the 
beginning of the 19th century. Also, one is grateful to Friedrich for his explanation 
of Martin Luther’s argument for acquiescence in the decisions of temporal 
authority : “‘ He viewed the political order as not of decisive importance, as devoid 
of primary value and hence as something to be accepted and to be submitted 
to by the true Christian.” 

The analysis of Calvinism from the point of view of the ‘‘reason of state”’ is 
equally searching. Friedrich explains that the Calvinists were so certain of the 
absolute truth of the precepts of their religion that they regarded it as wholly 
impossible for Christian rulers of their own faith to abuse power. Once the 
“‘righteous”’ were in power, everything must almost by definition be right for 
citizens. This view, which by the way seems to have been shared to some extent 
by John Milton, bears a striking resemblance to the attitude of communism today, 
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although this is a fact which is not pointed out by Professor Friedrich. Finally, 
the author very successfully ties together constitutionalism and internationalism 
in the thought of Immanuel Kant: “‘...the notion of a progressive realization of 
constitutionalism depends upon constitutionalism’s effective expansion. It must 
come to embrace the world so as to unite a mankind represented by the rationality 
of a will shaped by the categorical imperative which declares: there shall not be 
war.”’ Again, it should not be too difficult to draw modern parallels. 

Actually, the only author who in this reviewer’s opinion has insufficient justice 
done to him is Rousseau. It is true that any modern reader will be confused by the 
seemingly unlimited number of contradictions in Rousseau’s writings. But on the 
other hand his theories, and particularly the theory of the general will, are hardly 
so naive as they appear in Professor Friedrich’s description. There are many 
indications that Rousseau in speaking of the general w// actually meant the general 
interest. Such terminology is quite in keeping with that commonly employed in 
the late 18th century, and there are particular instances in Rousseau’s own works 
of a use of the terms “‘will’’ and “‘interest’’ as interchangeable. Still, Rousseau’s 
“ardent assertions’’ might leave the modern reader somewhat unconvinced; but 
it must be remembered that they have convinced many preceding generations. 

In line with the best traditions of this kind of writing Professor Friedrich uses 
his analysis of the history of ideas to deal with the problem itself, as it stands in the 
modern world. ‘‘ Reason of state’’ is quite simply an assertion that the aims justify 
the means, and ‘“‘constitutional reason of state”’ is a statement of the means which 
a free government is entitled to use in order to preserve itself and its citizens against 
assaults on the whole system of civil liberties. How far are we entitled to go in 
trying to suppress those who would fain suppress us and our freedom? There is 
hardly any modern state which is not confronted with this dilemma, and Professor 
Friedrich’s book is a reminder that it has been an important problem for past 
generations as well. With admirable humility the author disclaims any intention 
of presenting the one and final solution of this problem. And he justly observes 
that, for instance, those constitutional systems which survived the upheavals of 
the time between 1919-1939 were in fact those of countries which were not 
threatened in their internal security—such as Great Britain, Switzerland and the 
Scandinavian countries. 

For the present situation, the author mentions four possible solutions. The 
first is to outlaw, by legislation, parties and organizations which try to undermine 
the constitutional order. The second solution is to do the same thing through the 
medium of a judicial decision. The third solution is not to outlaw the subversive 
organization itself, but to eliminate its members from key positions in the govern- 
ment. And the fourth solution, which he himself favours, is simply to define by 
detailed legislation such practices as are illegal because they involve a threat to 
constitutional order. 

It is difficult not to sympathize with his choice. Unquestionably, this solution 
does involve considerable risks, but the author justly reminds us that ‘‘...security 
is not an absolute antithesis to risk, but can only be realized through risk-taking... 
Still, survival of a constitutional order involves more than mere self-preservation, 
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because of the rational, the spiritual content of this kind of order.’’ The basis of 
Professor Friedrich’s choice is a double one: on the one hand a firm belief in the 
freedom of thought, and on the other hand a great faith in “‘the common man’’. 
This, of course, is a very good definition of liberalism, and in this book Professor 
Friedrich appears above all as a liberal. 

Actually, however, he does not even attempt to solve the great dilemma of 
liberalism. Does “‘the common man’’, with all his great qualities, actually care 
very much for freedom of thought? There are rather strong indications that he 
may in certain circumstances regard this as a secondary consideration compared 
to such things as material security and a peaceful life. Thus, not only in the so- 
called underdeveloped countries but even in Western states it might in certain 
circumstances be possible to achieve a subversion of the liberal constitutional 
order by technically democratic means. If democracy loses hold of the people, 
antidemocratic ideas might achieve a majority. There is, for instance, every 
indication that Hitler at least during part of his reign had the whole-hearted 
support of the majority of the German people. 

If this is true, it does not necessarily invalidate the liberal argument, but it is 
obvious that this argument is incomplete. Constitutional reason of state cannot 
confine itself to constitutional questions, for the system might be unable to survive 
if it were not in a position to solve the practical problems which ‘‘the common 
man’’ expets it to solve. The solution favoured by Professor Friedrich is success- 
fully applied in Great Britain and Scandinavia precisely because the internal 
security of British and Scandinavian societies has not been really threatened for 
over a hundred years. In different circumstances it might prove disastrously 
insufficient. 

On the other hand, no other clearcut solution can be offered. All we can say 
is that “‘reason of state’’ will always remain an undefinable and indefinite term. 
In the case of no society can we predict to what extent it might become necessary 
to reduce constitutional liberties in order to ensure at least partial survival. And 
least of all can we moralize regarding those societies which go too far in one 
direction or the other when confronted with a life-and-death struggle. What we 
can do is to insist that the burden of proof should always rest with those who 
press for a reduction of liberties, and to question arguments such as those occasion- 
ally advanced in the United States, for instance by Senator McCarthy and his 
friends, under what seems to a European to be very slight provocation. 

Besides, political scientists must admit that they are dealing with only part 
of a great problem. For the establishment and maintenance of constitutional 
liberty, education and economic policy are just as important as the so-called 
science of politics. 


University of Stockholm (Sweden ) GuNNAR HECKSCHER 
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RenE Konic (Hg.). Soziologie. (Fischer Lexikon, Bd. 10.) Frankfurt 
a.M. und Hamburg 1958. Fischer Biicherei. 364 S. 3.30 DM 


Der Buchtitel «Soziologie» lasst sich nicht als Patent anmelden; so ist es wohl 
unvermeidlich, dass er immer neue Ver6ffentlichungen schmiickt. Der Rezen- 
sent zahlt allein seit dem Kriege zehn Werke dieses Titels. Nimmt man leichte 
Abwandlungen («Einfiihrung in die Soziologie», « Lehre von der Gesellschaft » 
usw.) hinzu, so kommt man bald auf zwei Dutzend -— eine kleine Bibliothek, die 
sich fiir den an der fremdsprachigen Literatur gleichen Themas Interessierten 
bald zu einer grésseren auswachst. So erfreulich fiir den Soziologen dieses 
Symptom eines wachsenden Interesses an seiner Disziplin ist, so bedenklich er- 
scheint doch sowohl vom Standpunkt der Lehre an den Universitaten und Hoch- 
schulen als auch von dem der raschen Information einer breiteren Leserschicht 
die allzu marktwirtschaftliche Vervielfaltigung der Einfiihrungen, mit deren 
Kritik allein man heute eine mehrstiindige Vorlesung bestreiten kénnte. Der 
Rezensent gesteht, dass er hier eine gewisse Beschrankung der Gewerbefreiheit 
auf etwa ein halbes Dutzend Biicher unter dem Titel «Soziologie» befiirworten 
wirde. Unter diesen allerdings méchte ich das vorliegende Fischer-Lexikon 
nicht missen. 

René Kénig, der Herausgeber des vorliegenden Bandes, hat die sich im 
Rahmen der Fischer-Lexika bietenden Méglichkeiten in vorbildlicher Weise 
ausgenutzt. In vierzig Stichworten behandeln acht Autoren die wesentlichen 
Kategorien der Soziologie, einige Spezialsoziologien und einige angrenzende 
Disziplinen. Vierundzwanzig der Stichworte hat der Herausgeber selbst bear- 
beitet, neun weitere seine Mitarbeiter am Kélner Soziologischen Seminar, so dass 
der Band eine erfreuliche Geschlossenheit des Ansatzes aufweist. Die einzelnen 
Artikel variieren in der Lange von drei (« Biosoziologie») bis zu zweiundzwanzig 
(«Methoden») Druckseiten, wobei die Proportionen aus einem sinnvollen Ge- 
samtplan hervorwachsen. Eine ansehnliche Bibliographie von iiber zwanzig 
Seiten kann zumindest den Laien in die Fachliteratur einfiihren; das umfang- 
reiche Register stellt fiir jeden Leser eine Hilfe dar. Manchem mag es wie dem 
Rezensenten gehen, der es nach den ersten 50 Seiten vorzog, die alphabetische 
Ordnung der Stichworte zu vergessen und in einer sachlich bestimmten Reihen- 
folge weiterzulesen; doch bekundet dies die allgemeine Problematik der Fischer- 
Lexika, nicht einen Mangel des vorliegenden Bandes, der vielmehr in beliebiger 
Ordnung von A (« Anomie») bis W (« Wissen») mit Gewinn zusammenhangend 
gelesen werden kann. 

Das tragende Kennzeichen des Bandes ist die in all seinen Artikeln durchge- 
haltene Grundauffassung der Soziologie, die der Herausgeber in seiner sehr pole- 
misch gehaltenen Einfiihrung als «eine Soziologie» kennzeichnet, «die nichts 
als Soziologie ist» (S. 7). Alle Autoren, insbesondere aber der Herausgeber, 
grenzen ihren Gegenstand wiederholt und mit Scharfe von der Sozial- und Ge- 
schichtsphilosophie einerseits und der Sozialpolitik andererseits ab (wobei der 
ersteren ein eigenes Stichwort gewidmet ist, wahrend die letztere leider ver- 
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nachlassigt wird). Damit wird die Soziologie als strenge Erfahrungswissenschaft 
von den gesellschaftlichen Strukturen und Prozessen eingegrenzt. Sie ist keine 
Naturwissenschaft, ganz sicher keine Nachahmung der Naturwissenschaft, aber 
sie unterliegt der Methodik aller Erfahrungswissenschaft: Das Wechselspiel von 
Theorienbildung, Ableitung von Hypothesen und empirischer Priifung be- 
zeichnet ihr Vorgehen. Unter den bisherigen Einfiihrungen in die Soziologie ist 
dies (wenn wir von anderen Veréffentlichungen René Kénigs absehen) wohl die 
erste, in der ein solcher Standpunkt streng durchgehalten wird; schon darum ist 
sie begriissenswert. Dass sich in theoretischer und methodologischer Erérterung 
manches gegen die — wenn man so will: positivistische — Auffassung der Sozio- 
logie einwenden liesse, ist offenbar. So stellt gerade der von E. K. Scheuch ver- 
fasste Artikel « Methoden» ebenso viele Fragen wie er beantwortet. Grundsatz- 
lich aber scheint mir im Einklang mit dem Herausgeber, dass die Chance der 
Soziologie im Konzert der wissenschaftlichen Disziplinen darin liegt, dass sie 
durch gesichertes Wissen von den sozialen Beziigen des Menschen die philo- 
sophische Spekulation erganzt und der politischen Aktion sachliche Ansatz- 
punkte liefert. 

Das Verstandnis der Soziologie als strenger Erfahrungswissenschaft bedeutet 
heute die Ankniipfung an angelsachsische Traditionen. Diese ist denn auch ein 
zweites spiirbares Merkmal des vorliegenden Bandes. Auch die durchgangige 
Beriicksichtigung der ausserdeutschen Forschung ist als solche vorbehaltlos zu 
begriissen; nur mit aller Vorsicht sei daher hier angemerkt, dass die Autoren des 
Bandes hier im einzelnen und auch im ganzen gelegentlich iiber das Ziel hinaus- 
schiessen. Im einzelnen — damit meine ich eher komische Entgleisungen wie die 
Feststellung in dem Stichwort «Sozialer Wandel» (von P. Heintz) : « Die heutige 
Lehre vom sozialen Wandel geht im wesentlichen auf William F. Ogburn (1922) 
zuriick» (S. 269). Im ganzen — damit meine ich einige tieferliegende Dinge. Alle 
Autoren halten sich an die programmatische Erklarung des Herausgebers, dass 
die strukturell-funktionale Analyse (Parsons, Merton, Levy und andere) «das 
Skelett der soziologischen Theorie seit Durkheim» ausmache (S. 14). Tatsach- 
lich ist diese Feststellung so problematisch wie die strukturell-funktionale Ana- 
lyse selbst, und ein wenig kritische Distanz ware hier vielleicht am Platze ge- 
wesen. Auch die Einschatzung der Sozialpsychologie als mit der Soziologie fast 
identisch, jedenfalls aber fiir soziologische Analyse zentral, verrat amerikanische 
Hintergriinde, die als durchaus zweifelhaft gelten miissen. Das Abgleiten in 
Kleingruppenforschung, der damit verbundene Verzicht auf gesamtgesell- 
schaftliche Analyse, auch die Psychologisierung der Begriffe der Rolle, der Be- 
zugsgruppe, der sozialen Kontrolle sind vom Standpunkt einer strenggefassten 
Soziologie Irrtiimer, die die Autoren des vorliegenden Bandes mit vielen ameri- 
kanischen Soziologen der Gegenwart teilen. An diesem Punkt ware eine Er- 
innerung an Durkheim in ganz anderem Sinne am Platze, als der Herausgeber 
sie immer wieder versucht — denn Kénigs These, dass Durkheim «zwar die 
Psychologie im Aufbau der Soziologie zuriickweist, dennoch aber selber faktisch 
Sozialpsychologie iibt» (S. 275), diirfte nicht ganz leicht zu belegen sein. Hier 
wie anderswo wird vielmehr der Verdacht méglich, dass auch die Altere euro- 
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paische Soziologie von den Autoren des vorliegenden Bandes auf dem Umweg 
iiber die amerikanische Soziologie oder doch durch den Filter der amerika- 
nischen Soziologie rezipiert wird. 

Es ist bei einer Mehrzahl von Autoren unumganglich, dass nicht alle Artikel 
von gleicher Qualitat sind. Besonders bemerkenswert scheinen dem Rezensenten 
die zahlreichen vom Herausgeber verfassten Stichworte, die samtlich zugleich 
informieren und die wissenschaftliche Behandlung ihres Gegenstandes iiber den 
«Stand der Forschung» hinaustreiben. Das gilt vor allem fiir die Stichworte zu 
zentralen soziologischen Kategorien wie «Anomie», «Arbeitsteilung», «Herr- 
schaft», «Intelligenz», «Kultur», «Soziale Kontrolle», «Struktur». In ihrer 
behutsamen, sachlichen und doch héchst originellen, auch fiir den Fachmann 
befruchtenden Art verdienen sodann die drei wissenssoziologischen Artikel von 
D. Riischemeyer (« Mentalitat und Ideologie», «Religion», «Wissen») Beach- 
tung. Dagegen fallen die von E. Willems (Vanderbilt University, Tennessee) 
bearbeiteten ethnologischen und die von P. Heintz verfassten teils soziologischen, 
teils sozialpsychologischen Stichworte gegeniiber dem Niveau des ganzen Bandes 
deutlich ab. Willems gibt teils (« Ethnologie») eine mit Namen und Daten iiber- 
ladene, aber véllig ungegliederte Darstellung, teils (« Primitive Gesellschaften », 
« Unterentwickelte Gesellschaften») mehr unverbindliche, alle soziologischen 
Probleme sicher umschiffende Begriffserérterungen und Einzelbeispiele. Heintz 
neigt in seinen fiinf auch sachlich héchst heterogenen Artikeln (« Komplexe 
Gesellschaften», «Person», «Sozialer Wandel», «Technik», «Vorurteile und 
Minoritaten») zu dem Rezensenten unverstandlichen bzw. sinnlos geschwollenen 
Formulierungen von der Art: «Sodann kann im Zuge der wachsenden Kom- 
plexitat der Technik die damit tendenziell verbundene Spezialisierung der Pro- 
dukte — etwa beim Ubergang vom Werkzeug zur Maschine — die Bedienung 
dieser Produkte in steigendem Masse pradeterminieren und auf eine oder 
wenige genau definierte Alternativen einschranken» (S. 292). «Unter sozialen 
Vorurteilen im engeren Sinne versteht man eine bestimmte Art von sozialen 
Vorurteilen im weiteren Sinne» (S. 303). Sein Artikel «Komplexe Gesell- 
schaften» kénnte véllig wegfallen; die ibrigen (vor allem: «Sozialer Wandel») 
bediirfen schen bei der zweiten Auflage einer griindlichen Neubearbeitung, die 
sie vom Jargon befreit und in der Sache erganzt. 

Es ist meist ebenso leicht wie unsinnig, einem Werk das vorzuwerfen, was es 
auch hatte leisten kénnen. Nur weil es sich hier um ein fast vollkommenes Opus 
seiner Art handelt, sei mir eine Ausnahme gestattet. Es gibt einige wenige Stich- 
worte, die der Rezensent vermisst hat und die vielleicht in spatere Auflagen doch 
noch aufgenommen werden kénnten. Dazu gehéren die verwandten Disziplinen 
der Geschichte, Politik und Sozialpolitik, die Spezialsoziologie der Erziehung 
und die Kategorien der Funktion (trotz strukturell-funktionaler Analyse nicht 
unter den Stichworten!), sozialer Konflikt («Anomie» reicht hier nicht!) und 
soziale Rolle. Das Stichwort «Soziale Klassen» wird in der Verlagsankiindigung 
auf dem Umschlag des Bandes zwar versprochen, dem Leser aber unterschlagen. 
Statt «Biosoziologie» ware vielleicht an ein Stichwort «Bevélkerungslehre» zu 
denken. 
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Das Fischer-Lexikon «Soziologie» ist auch, aber keineswegs nur fiir eine 
breitere Leserschaft informativ und anregend; es ist in vielen Teilen ein origi- 
neller Beitrag zur Fachdiskussion. Von kleinen Schénheitsfehlern abgesehen, hat 
René Kénig hier einen Band vorgelegt, der ein eindringliches Bild von den 
Méglichkeiten und Grenzen der soziologischen Wissenschaft vermittelt. 


Akademie fiir Gemeinwirtschaft, Rar DAHRENDORF 
Hamburg (Deutschland BR) 


Henry A. LANDSBERGER. Hawthorne Revisited. “‘ Management and the 
Worker’”’, its Critics and Developments in Human Relations in 
Industry. Ithaca 1958. Cornell University. xu, 119 pp. $ 3.50 


At the present stage in the development of the social sciences it is quite appro- 
priate that certain “‘classical’’ works should be subjected to rigorous re-examina- 
tion. Such analyses should be designed to ascertain the positive contributions of 
the original enquiry, the validity of the criticisms that have been made of it, and 
its influence upon later scientific and practical developments. Thirty years after 
the famous “‘ Hawthorne” experiments were commenced at the Western Electric 
Company in Chicago, Dr. Landsberger has attempted such a re-appraisal. 

The author rightly distinguishes between criticisms that may be directed 
against the assumptions made and conclusions drawn by Elton Mayo in The 
Human Problems of Industrial Civilization (New York 1933) and in his later much 
read books, and those which may be applied to the less sweeping claims of F.J. 
Roethlisberger and W.J. Dickson in Management and the Worker (Boston, Mass., 
1939). The authors of the latter book Dr. Landsberger finds “‘not guilty”’ of 

1) being biased in favour of management; (2) regarding workers as being go- 
verned by irrational motives; (3) regarding the factory as a suitable replacement 
{or a vanished primitive society; (4) regarding the formation of groups as a 
consequence of instinct rather than as a reaction to threats by management. 
Roethlisberger and Dickson did not ignore the reality of conflict between manage- 
ment and worker. The absence of reference to the role of trade unions, he points 
out, is quite compatible with the situation actually prevailing in the late 1920’s, 
when unionism in the United States was not the powerful influence it later became. 

Dr. Landsberger lists three positive effects which, in his opinion, Management 
and the Worker had: (1) It showed that empirical research in industry was possible; 

2) it broadened and profoundly changed industrial psychology; (3) it anticipated 
many of the problems with which the study of ‘human relations in industry”’ is 
now specializing and examining in more detail. He also mentions the training of 
‘upervisors as one of the most important practical consequences of the Hawthorne 
studies. At the same time he points out that Roethlisberger and Dickson explicitly 
denied the value of such training. In putting forward these positive consequences 








of t 
imy 
the 
not 


alre 


cha 
suff 
stag 
pra 


des 


duc 
fror 


log) 
anc 
Dr. 
crit 
con 
far 
vali 


the 


int 


Su 


faci 
of 
the 


sing 
twe 
cor 








BESPRECHUNGEN — COMPTES RENDUS — REVIEWS 243 


of the Hawthorne investigations Dr. Landsberger appears to overlook his own 
important distinction between the influential publications of Elton Mayo and 
the much less closely studied work of Roethlisberger and Dickson. The latter was 
not available until 1939, when industrial sociology and social psychology were 
already well established. 

Dr. Landsberger finds Roethlisberger and Dickson “‘guilty’’ on certain other 
charges, including: (1) inadequate experimental design; (2) failing to take 
sufficiently into account the effects of increasing unemployment during the later 
stages of the research; (3) “‘misleading expansiveness’’ in their chapters on 
practical applications compared with their greater caution in earlier chapters 
describing the experiments. It is surprising that Dr. Landsberger does not give 
greater weight to the first of these criticisms. Unless the investigations were con- 
ducted scientifically doubt must be cast upon even the most limited deductions 
from them. A passing reference, onlv, is given to an important article by Michael 
Argyle, ‘The Relay Assembly Test Room in Retrospect”? (Occupational Psycho- 
logy), Vol. 27, 1953, pp- 98-103), in which the design of the Hawthorne experiments 
and the conclusions drawn by the authors are subjected to a devastating critique. 
Dr. Landsberger, however, makes no attempt to examine the foundation of this 
criticism or to answer it. In the absence of a satisfactory reply the reviewer is 
compelled to agree with Argyle, rather than Landsberger, and to assert that as 
far as the Relay Assembly Test Room and related enquiries are concerned, ‘‘no 
valid conclusions can be drawn from the experiment”’. 

In fact the Hawthorne experiments should be a warning to social scientists of 
the dangers implicit in the use of ex post facto interpretations of individual or group 
case studies, in the absence of an already well established body of tested knowledge 
in the field in question. 


University of Edinburgh AnTtHony H. RicHMoND 
(United Kingdom) 


SuBIMAL MOOoKERJEE. Factor Endowments and International Trade. 
Bombay 1958. Asia Publishing House. vim, 99 pp. Rs. 8.75 


Following the publication, in 1953, of Leontief’s first report on United States 
factor endowments and foreign trade, there occurred an intensive reappraisal 
of the Heckscher-Ohlin factor endowments approach to international trade 
theory. In his compact volume, Subimal Mookerjee has distilled from the 
writings of the revisionists a lucid restatement of the factor endowments analysis, 

Not too many years ago, the Heckscher-Ohlin doctrine could be set out in a 
single and apparently unambiguous sentence: In the standard textbook model—a 
two-country, two-commodity, two-factor world—each country will export that 
commodity which uses most intensively its abundant factor of production. This 
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proposition was qualified by only two assumptions, that production functions 
are alike in all countries and that constant returns to scale are everywhere realized. 

Recently, however, it has been shown that this proposition needs additional 
qualification. 

First, it is argued, we must explicitly assume that commodities can be strongly 
ordered with respect to factor intensity and that the ordering is unaffected by 
changes in factor prices. This qualification is, in Mookerjee’s view, unexception- 
able and important. For if factor intensities are ‘‘reversed’’ by changes in factor 
prices, commodity A may be produced in one country by more labor-intensive 
methods than commodity B, but in the other country by less labor-intensive 
methods than commodity B. Both countries will then export (import) their 
labor-intensive commodity and import (export) their capital-intensive com- 
modity. Mookerjee, however, is peculiarly reluctant to admit that “reversibility” 
undermines the Heckscher-Ohlin theorem. Though both countries may export 
their labor-intensive commodity, the labor-intensive commodity of the labor- 
abundant country will be more labor-intensive than the labor-intensive com- 
modity of the capital-abundant country. ‘Interpreted this way”’, he concludes, 
“*the Heckscher-Ohlin theorem remains valid irrespective of demand conditions” 
(p. 51). If, in other words, the Heckscher-Ohlin theorem is something different 
from what everyone understands it to be, it is valid. 

Second, it is argued, the concept of factor abundance needs clarification. Do 
we mean by an abundant factor one which is cheaper relative to other factors than 
it is in other countries, or one which is present in larger quantities relative to the 
supplies of other factors than it is in other countries? Is abundance defined with 
regard to the demand for the factor or with regard to the supplies of other 
factors? If abundance means relative cheapness, the Heckscher-Ohlin theorem 
holds immediately ‘‘and without any further assumptions as to demand conditions 
or factor endowments”’ (p. 12). It is, in fact, tautological. If, however, we define 
abundance with reference to the structure of factor supplies, difficulties at once 
develop. A country’s demand for some capital-intensive commodity may be 
strong enough to induce imports of that commodity, even though the country in 
question has a larger supply of capital relative to other factors than have foreign 
countries. Ohlin was manifestly aware of these difficulties. He asked his readers 
“*to keep in mind that the term ‘relative scarcity’ is synonymous with ‘relative 
prices’’’. (Interregional and International Trade, p. 16.) He was inclined to suppose 
that differences in physical factor endowments were mainly responsible for 
international differences in factor prices. But he repeatedly qualified his position. 
As is so often the case, the disciples rather than the master produced the unten- 
able formulation. In an otherwise remarkable article (‘‘Protection and Real 
Wages’’, Review of Economic Studies, November 1941), Stolper and Samuelson 
presented the abundant factor doctrine entirely in terms of relative factor 
endowments. 

Mookerjee tries to salvage something from the relative factor endowments 
approach by adopting a peculiar concept employed by Heckscher: a country’s 
“comparative advantage in production’’. A country has such an advantage in 
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producing a specified commodity if, at a given set of commodity prices, it 
produces more of that commodity relative to its total output than do other 
countries. Now “‘comparative advantage in production”’ is obviously indepen- 
dent of demand conditions. A country will have such an advantage in a parti- 
cular commodity if that commodity uses much of the physically abundant 
factor. The concept, therefore, confers upon the factor endowments approach a 
significant explanatory role. It does so, however, by depriving comparative 
advantage of its accepted meaning. We commonly suppose that a country will 
export that commodity in which it has a comparative advantage. Indeed, that is 
what comparative advantage has implied since Ricardo’s time. But a country 
need not export a commodity in which it enjoys a “‘comparative advantage in 
production’’. 

Mookerjee’s bouk is largely devoted to arguing the objections and amend- 
ments we have just summarized and to surveying their significance for the 
analysis of international specialization and for the factor-price-equalization 
theorem. Mookerjee concludes quite properly that these objections much impair 
the usefulness of the Heckscher-Ohlin doctrine, and especially that they under- 
mine the Stolper-Samuelson interpretation of that doctrine. If ‘‘reversibility”’ 
and demand conditions must be taken into explicit account, a knowledge of 
factor proportions is insufficient to forecast the pattern of international speciali- 
zation. If, however, production functions are not homogeneous and not alike 
from country to country, even the amended factor endowments theorem must be 
abandoned. Mookerjee discusses these issues too. Here he follows Samuelson, 
arguing that production functions cannot be assumed homogeneous and uniform 
unless we regard such imponderables as climate and social attitude as factors of 
production. He suggests we confine our attention to inputs which can be meas- 
ured. 

No discussion of the Heckscher-Ohlin doctrine would be complete without 
its application to Leontief’s analysis of United States trade. Mookerjee’s discus- 
sion is especially interesting. But in one sense it is a bit frustrating. Mookerjee 
greatly stresses the fact that Leontief’s “‘imports’’ and “‘exports’’ are composites 
and that a great number of individual commodities are common to each com- 
posite. But he does not draw the obvious inference from this observation. Be- 
cause Leontief’s “‘imports” and “‘exports’”? have common components, the two 
cannot be uniquely ordered with respect to factor intensity for all sets of prices; 
their ordering is probably “‘reversible’’. Under these conditions, as Mookerjee 
himself observes (p. 80), foreign countries, as well as the United States, will 
probably export their labor-intensive products. The United States can then be 
said to be a labor-abundant country only if both its exports and its imports are 
produced by more labor-intensive methods than abroad. 

This review, like most, has stressed points of disagreement and differences in 
emphasis between author and reviewer. These points of difference, I must 
insist, are minor. In the main, I found Mookerjee’s method and analysis con- 
genial. His diagramatic technique displays an enviable simplicity and con- 
sistency, difficult to secure but delightful to follow. I hesitate to recommend this 
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book to students otherwise innocent of the Heckscher-Ohlin approach, for it 
moves too abruptly into qualifications and difficulties. It is, however, excellent 
for advanced students who wish to master the contributions of the revisionists. 


Columbia University, New York PETER B. KENEN 


RicHAarRD A. MusGRAveE und ALAN T. Peacock (Hg.). Classics in 
the Theory of Public Finance. London und New York 1958. Macmillan. 
xIx, 244 S. 30s. 


Die vorliegende Veréffentlichung der « International Economic Association» 
geht iiber den Rahmen iiblicher dogmengeschichtlicher Nachdrucke hinaus; die 
Herausgeber, Richard A. Musgrave und Alan T. Peacock haben es vielmehr 
unternommen, dem angelsachsischen Sprachraum den Beitrag der kontinentalen 
Finanzwissenschaft (wieder) zu erschliessen, dessen Kenntnis dort mehr oder 
weniger verlorenzugehen droht. Die «klassischen» Lehren der Finanzwissen- 
schaft, die hier in englischer Ubersetzung als ausgewahlie Aufsatze dargeboten 
werden, entstammen nahezu ausschliesslich dem deutschen und italienischen 
Sprachgebiet. Die Kenntnis beider Sprachen nimmt besonders in den USA, wo 
die fremdsprachliche Ausbildung der Nationalékonomen zugunsten der mathe- 
matischen stark in den Hintergrund getreten ist, immer mehr ab; gegen diese 
Gefahr der Abkapselung etwas unternommen zu haben, ist bereits ein grosses 
Verdienst des Werkes. 

Die Absicht der Herausgeber ging jedoch iiber diese dogmengeschichtliche Er- 
schliessung der europaischen Finanzwissenschaft fiir England und die USA 
hinaus. Aus Vorrede, Einfiihrung und Auswahl der Aufsatze und Autoren (Edge- 
worth!) geht deutlich hervor, dass die theoretische Absicht im Vordergrund stand, 
die oft recht einseitige Fragestellung der «fiscal theory» zu erweitern oder auch 
festgefahrene Debatten der « welfare economics» um das Preisproblem fiir 6ffent- 
liche Giiter und Dienste durch den Hinweis auf die alteren kontinentalen Arbeiten 
zu diesen Fragen neu zu beleben. Die Auswahl der Autoren ist durch dieses 
theoretische Anliegen der Herausgeber bestimmt. Adolph Wagner (wie so oft 
falsch geschrieben) eréffnet den Reigen mit drei Ausziigen aus seiner Finanzwissen- 
schaft (3. Auflage 1883). Von Pantaleoni bis Emil Sax geht dann eine klare Linie 
der Kosten-Nutzen-Diskussion 6ffentlicher Leistungen, unterbrochen durch die 
Beitrage Lorenz von Steins, der sich auch hier wie iiberall nicht harmonisch einfiigt, 
und A.J.C.Stuarts, dessen Steuertariflehre wenig zu den theoretischen Erérte- 
rungen rundum passen will, 

Als klassische Fragestellung gilt fiir Musgrave und Peacock «when and where 
resources should be put to public rather than private use, and who should bear 
the cost» (S.rx); es ist sicherlich ein bedeutsamer Schritt in der Richtung einer 
Selbstbesinnung der «fiscal theory», wenn diese alte Frage nach dem harmoni- 
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schen Verhaltnis von 6ffentlicher und privater Sphare nun wiederum gleich- 
berechtigt neben die Betrachtung des finanzpolitischen Mitteleinsatzes mit be- 
schaftigungspolitischem Ziele geriickt wird. Das «Welfare-optimum-Problem» 
als Kernstiick der klassisch-kontinentalen Finanzwissenschaft wird von den 
Herausgebern in einer dogmengeschichtlichen Einfiihrung von Adam Smith bis 
in die Gegenwart verfolgt. Dabei bleibt freilich eine gewisse Gewaltsamkeit nicht 
ganz vermieden, wenn man die erst spater durch Pigou gepragten Welfare- 
Begriffe auf den «sozialpolitischen Steuerzweck» Adolph Wagners oder au 
Schaffles steuerpolitische Forderung nach proportionaler Befriedigung 6ffent- 
licher und privater Bedarfe iibertragt; gleichwohl bietet die dogmengeschichtliche 
Einfiihrung auch fiir den kontinentalen Leser manch anregenden Einblick. 

Eine gewisse Unsicherheit macht sich bei der Einordnung der historischen, 
besser geschichtsphilosophischen Beitrage bemerkbar. Wagner, Stein und Gold- 
scheid mit ihren « Entwicklungsgesetzen» werden am Schluss der Einfiihrung 
zusammenfassend gewiirdigt, allerdings nicht ohne den bemerkenswerten Aus- 
blick, eine solche Betrachtungsweise kénne die Beantwortung der Frage nach dem 
«Warum» finanzpolitischer Aktivitat erleichtern. «Thus a beginning is made 
towards an econometrics of fiscal politics» (!). 

Bei einer solchen Ausrichtung eines dogmengeschichtlichen Sammelbandes 
an der Diskussion eines theoretischen Problems wirkt allerdings die rein chrono- 
logische Anordnung etwas stérend. So liess es sich nicht vermeiden, dass die An- 
sichten Sax’ in vielen chronologisch vorher liegenden Beitragen bereits diskutiert 
werden, bis ihr Autor selbst in seinem relativ spat erschienenen zusammenfassen- 
den Aufsatz zu Worte kommt. Vielleicht sollte man bei kiinftigen Unternehmen 
ahnlicher Art die chronologische Gliederung zugunsten der sachlichen aufgeben. 
Anlass zu Beanstandungen gibt auch verschiedentlich die Ubersetzung der Uber- 
schriften und Fachausdriicke. Allgemeine Begriffe sollen gewiss iibersetzt werden ; 
ihre Grenze finden die Ubersetzungsbemiihungen jedoch in eigenwillig gepragten 
Termini. So diirfte der angelsachsische Leser sicherlich verwirrt werden, wenn 
der «sozialpolitische Steuerzweck» Adolph Wagners als «welfare function of 
taxation» wiedergegeben oder die «Gemeinwirtschaft» Hans Ritschls mit 
«Communal Economy » iibersetzt wird. Auch diese kritische Anmerkung méchte 
nicht zuerst als Kritik an dem vorliegenden Sammelwerk verstanden werden, fiir 
das den Herausgebern und Ubersetzern Dank gesagt werden muss, sondern eine 
Anregung fiir die Fortsetzung dieses Versuchs sein, die kontinentale Finanzwissen- 
schaft dem angelsachsischen Raum wieder zuganglich zu machen. 


Universitat Kéln (Deutschland BR) GUNTER SCHMOLDERS 
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Marc NEr.ovE. Distributed Lags and Demand Analysis for Agricultural 
and Other Commodities. Agriculture Handbook No. 141, Washington 
D.c., June 1958. u.s. Government Printing Office. 121 pp. $0.60 


A major weakness of current econometric methods is in estimation of the lags 
with which economic causes produce their effects. With degrees of freedom limited 
by the shortness of available time series, the lagged effects of a determining 
variable in an economic relationship or system of relationships must be summarized 
in a very few parameters. Usually a few lags—often only one—of arbitrary length 
are specified a priori, and the entire influence of the variable is assigned to these 
lagged values. The “‘ distributed lag”’ technique, with which Nerlove’s pamphlet is 
concerned, is designed to do justice to the relevance of the entire history of a 
determining variable, without multiplying unmanageably the number of para- 
meters to be estimated. The model specifies a priori the form of the distribution of 
influence of the variable over the entire past, leaving the parameters of the distri- 
bution and the total weight of the variable to be estimated from the data. In many 
contexts this is a more plausible specification than attributing the entire influence 
of the variable to a few lagged values. Nerlove shows two kinds of models of 
dynamic adjustment which singly or in conjunction imply distributed lags. One 
derives from the familiar assumption that the speed of approach of a variable to 
its equilibrium value is proportional to its distance from the equilibrium. In this 
case, the distribution of lag is the same for all determining variables in the rela- 
tionship. In the second type of model, the distribution of lags is different for every 
determining variable, arising from the assumptions (1) that economic units are 
influenced by expected or “‘ permanent”? levels of each relevant variable, as weil 
as by current values, and (2) that expectations are formed from past experience 
as follows: the expected level of a variable is altered every period by a constant 
non-negative fraction of the deviation of its current value from expectation. 

As it stands, an equation derived from a distributed lag model is difficult to 
estimate statistically. The parameters enter non-linearly, and in principle obser- 
vations of the whole history of each determining variable are required. Although 
Nerlove discusses direct estimation by iterative methods, his emphasis is on 
**reduction’’ methods to make estimation more tractable. In essence these methods 
exploit the fact that the immediately preceding values of the dependent variable 
reflect most of the history of the determining variables. Nerlove demonstrates that 
a finite number of lags of the dependent variable on itself may be substituted for 
the infinite past of the determining variables. In the resulting auto-regressive 
equation the parameters enter linearly, and estimates of the original structural 
equation can be derived from least-squares coefficients of the reduced equation. 
The technique can be generalized, Nerlove shows, to reduce a set of distributed lag 
equations involving common determining variables to an auto-regressive system. 

This ingenious approach seems very promising in the first half of the book, prior 
to the introduction of random disturbances into the behavior relations. Then the 
reader follows the author in a difficult and discouraging quest. Unfortunately the 
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simplification in estimation procedure apparently achieved by ‘‘reduction”’ has 
statistical justification only for very special and unlikely assumptions about the 
random elements in the behavior the equations describe. For example, if the 
errors in the original behavior equations are serially independent, those in the 
reduced auto-regressive equation cannot be. 

Perhaps even more important is a much broader problem of “‘identification”’ 
than any considered by the author. His reduction methods generate auto-regressive 
equation whose coefficients he gives a particular interpretation. Surely there are 
many other ways to generate similar autoregressive equations. Marshall’s motto, 
Natura non facit saltum, suggests a host of reasons why an economic variable will 
appear to be dependent on its own immediate past. Caution is required in inter- 
preting good auto-regressive fits as confirmation of a particular model of dynamic 
adjustment or expectation formation, or in translating auto-regression coefficients 
into speeds of adjustment or elasticities of expectations. 

The only empirical results presented are somewhat tangential to the main 
topic of the book, but they illustrate distributed lag estimation in simple cases and 
are of considerable interest in themselves. Estimating demand equations for total 
consumption, food, and meat, Nerlove rejects the hypothesis—associated with 
Milton Friedman’s theory of consumption—that all three reflect a common 
partition of income into permanent and temporary components. The first kind 
of distributed lag model fares better than any expectation-formation model. 

The reader who expects to find in this ‘‘ handbook” recipes ready to apply to 
actual statistical analyses of demand will be disappointed. But the reader with 
professional interest in design of tractable economic and statistical models that 
allow adequately for the complexities of economic behavior will be highly stimu- 
lated. Nerlove has provided a good review of distributed lag models and has 
solidified their theoretical foundations. He has formulated clearly the difficult 
problems of statistical theory and method that they present, and he has made a 
start towards solving them. 


Cowles Foundation for Research in Economics JAMES TOBIN 
at Yale University, New Haven, Connecticut (USA) 


ANDREAS G. PAPANDREOU. Economics as a Science. Chicago 1958. 
Lippincott. x1, 148 p. 


Ce livre est petit par son format, par le nombre de ses pages — mais il est plein 
de substance et il éveille singuliérement l’esprit. Voila longtemps que |’écono- 
mique se considére elle-méme comme une science; longtemps aussi que la mathé- 
matique veut lui préter son secours. L’économique est toujours difficile 4 définir. 
Elle connait de multiples formes — mais il est un de ses aspects qui domine tous 
les autres: c’est son aspect /ogique. Précisément alors, la logique appelle Ja mathé- 
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matique; ou du moins, quand on a triomphé d’un certain nombre de difficultés 
initiales, la mathématique facilite l’intelligence et l’expression logique des choses, 

Cet ouvrage est écrit dans la ligne des travaux des Universités américaines 
de Chicago, de Minnesota, de California — on s’apergoit en le lisant qu’il faudrait 
connaitre un livre qui lui a servi de point de départ intitulé Fundamental Mathe- 
matics, et principalement encore cet ouvrage collectif, 1’Introduction to Logic de 
A. Tarski. Les professeurs Hurwicz, Leibenstein et Fels ont patronné M. Pa- 
pandreou. 

On parle beaucoup de structure dans les discussions économiques contempo- 
raines. Ici, il est aussi beaucoup question de structure, mais c’est évidemment 
de structure logique. II s’agit alors d’un ensemble d’éléments, qui sont en relation 
les uns avec les autres, qui s’engendrent les uns par les autres. Le lecteur non 
habitué devra s’habituer 4 une multitude de symboles nouveaux, qui deviennent 
essentiels 4 la compréhension mathématique nouvelle. Les signes =, +, — 
étaient bien eux aussi des conventions passées dans les habitudes. Voici qu’il 
faut se familiariser avec ces nouveaux signes €, \, V, ~, >, <>, M, U,... qui 
commenceront déja par surprendre peut-étre l’imprimeur de ces lignes, mais 
qui demain paraitront aussi naturels 4 nos enfants que l’ont été pour nous les 
signes =, +, —. 

Ce qui nous parait important a souligner, c’est que cette mathématique nou- 
velle est particuliérement adaptée aux besoins actuels de la nouvelle théorie 
économique. Et c’est en cela qu’un livre aussi précis, aussi rigoureux que celui-ci, 
doit ouvrir aux économistes surpris des horizons nouveaux. Celui qui fera |’effort 
d’adaptation (et nous essayons de le faire honnétement, malgré l’4ge qui ne 
facilite pas les changements d’habitude) sera progressivement payé de sa peine. 
I] découvrira pas 4 pas, mieux que par des discours, le sens profond des mots 
fonction, paramétre, variable endogéne et exogéne, multiplicateur, .. 

Je voudrais surtout souligner a l’intention de ceux qui parlent si souvent de 
théories et de modéles la trés suggestive interprétation que nous donne M. Papan- 
dreou (p.8 et 144). Un modéle n’est pas une théorie. Déja Robbins et Friedman 
s’étaient ici opposés. Dans un modéle le type de phénoméne dont on cherche 
l’explication n’est pas parfaitement défini. Il l’est au contraire dans une théorie. 
Ainsi un modéle permet de vérifier des hypothéses. Une théorie ne peut jamais 
étre réfutée par le recours a l’expérience. Voila qui est impressionnant quand on 
songe que l’économiste aime les théories et n’aime pas toujours les modéles. 
Heureusement le passage d’un modéle a une théorie n’est pas impossible: il sup- 
pose que l’on introduise des paramétres appropriés. Il faut aussi comprendre la 
distinction de la théorie de base (basic theory) et des théories dites augmentées qui 
peuvent en découler. 

Nous souhaitons que ce livre, un peu trop consensé a notre gré, soit le principe 
de développements appropriés qui en facilite l’intelligence 4 tous ceux qui soup- 
connent, méme s’ils le redoutent parfois, la richesse de ce nouveau langage. 


Université de Paris HeEnr!1 GUITTON 
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Puivipe Tart. Corruption and Racketeering in the Labor Movement. Bulletin 
38, New York State School of Industrial and Labor Relations, Cornell 
University. Ithaca, New York, 1958. 58 pp. 


Jor. SerpMan. Democracy in the Labor Movement, Bulletin 39, New York 
State School of Industrial and Labor Relations, Cornell University, 
Ithaca, New York 1958. 55 pp. 


In Great Britain and the Netherlands wage policy and full employment are 
the topic of the day. In Germany and Austria people are gravely searching for 
the proper philosophy of a non-Marxian labor movement. In Italy the trade 
unions are reappraising their volatile relations with political parties. In France 
there is speculation over the role of trade unions (if any?) in the ‘“‘new’’ society. 
In Switzerland one argues over the most appropriate method of reducing the 
hours of work. In the United States, as evidenced by the two pamphlets under 
review, observers and students of the labor movement write about corruption, 
racketeering, and democracy in trade unions because these are the major 
problems of the moment. 

In 1957, Professor Taft of Brown University and Professor Seidman of the 
University of Chicago each delivered three lectures at Cornell University under 
the auspices of the Sidney Hillman Foundation. Professor Seidman concentrated 
on internal union democracy and Professor Taft on illegal and immoral union 
practices, but the line between democracy and corruption is not a sharp one, so 
that both, but Taft more than Seidman, encroached somewhat on the other’s 
jurisdiction and properly so. 

Professor Seidman defines democracy in unions in terms of a very simple 
test. ‘I would argue’’, he writes, “‘that a union is democratic when the rank-and- 
file members have the power to affect decisions, to change the leaders and the 
policies with which they disagree’. Measured by this test he finds that most 
national unions in the United States do not pass, although most local unions do. 
Given the trend toward centralization of decision-making at the national level, 
given the reality that most of the really important decisions are made at national 
headquarters, the fact that local unions are still frequently democratic loses 
much of its importance. 

Many are the factors which have contributed to the erosion of democratic 
practices in the internal life of trade unions, and most of those which Seidman 
deems important enough to merit detailed analysis were already scrutinized and 
classified some fifty years ago by Robert Michels in his remarkable study Zur 
Soziologie des Parteiwesens in der modernen Demokratie, which he subtitled “‘Unter- 
suchungen iiber die oligarchischen Tendenzen des Gruppenlebens’’. There is 
one factor which Michels, despite his passing acquaintance with the American 
scene, could not have been expected to know, and Seidman has rightly cited it 
as a contributory factor in the prcblem of union democracy, namely the union 
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security clause (union shop, closed shop, etc.). To write that “undemocratic 
unionism is perpetuated by the threatened loss of the job, under the terms of the 
union security clause’’ requires a certain degree of courage in an environment 
where attack on, or criticism of, union security systems automatically stamps a 
person as a staunch conservative, or even an ally of big business. His discussion 
of the diverse functions of the union security clause is interesting but not really 
consequential, and at the end, after following Seidman through an equivocal 
presentation of a scheme which would maintain the union shop magically 
cleansed of its abuses, the reader may wonder whether Seidman has become 
afraid of his own courage. 

One further criticism must be made. It seems to me that a far stronger case 
for the need and the desirability of internal union democracy could have been 
developed than Seidman has undertaken. “‘A society based upon the democratic 
principle, a society that serves as a leader in an ideological struggle, would find 
itself weakened in a vital area...” if unions developed into autocratic or oligarchic 
organizations, according to Seidman. If this view is correct, then American 
unions, West German unions, Canadian unions, etc. are hardly the pillars of 
democracy which their leaders, and their intellectuals, as well as the more de- 
tached but sympathetic scholars, try to make us believe they are. And if this view 
is not correct or at least not properly expressed, then I am not sure why it is 
important or necessary to spend so much effort on the subject. Would it be more 
realistic, perhaps, to begin with the concession that unions are bound to be or to 
develop into oligarchies? If this were granted, one could then seek to find those 
forms of social and public control that are appropriate to an environment in 
which unions long ago ceased to be purely voluntary, professional organizations 
of artisans and craftsmen. 

Anyone who seeks to obtain a concise description of the causes and mani- 
festations of corruption in American trade unions will find Professor Taft’s 
lectures on this subject very helpful. He has succeeded in placing the unappetizing 
but very real problem in its proper historical and environmental context, and he 
is of course eminently correct in looking for the ultimate cause of labor racketeer- 
ing not in the world of trade unionism nor in the industrial and business com- 
munity but rather in American society itself, its “‘search for wealth’’, its “‘enjoy- 
ment of luxury’’, its “ethical and social values”’. 

It is only in his recommendations that Taft begins to shy away from the 
implications of his analysis. Like practically all other labor relations experts in 
the United States, he believes sincerely that most problems in trade unionism 
and labor-management relations can be solved without government intervention, 
or with only a very minimum of “‘interference”’. Where Europeans might call for 
more laws or more effective administration of existing laws, Taft does not expect 
much from such a course of action. Most of his emphasis is placed on the possi- 
bilities inherent in the newly developing powers of the AFL-CIO as a federation, 
and on the limitations placed on the exercise of these powers. But when a large 
and powerful union like the Teamsters’ can continue to grow and prosper after 
having been the subject of the most severe penalty which the AFL-CIO may 
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exact, namely expulsion from the house of labor, and when a much smaller but 
in its own realm equally powerful longshoremen’s union can do exactly the same 
thing under similar circumstances, then one may wonder whether yesterday’s 
truisms about incompetent government are not becoming today’s fallacies or 
rationalizations for a policy of inaction. 


New York State School of Industrial and Labor Joun P. WINDMULLER 
Relations, Cornell University, 
Ithaca, N.Y. (USA) 


RicHARD M. Tirmuss. Essays on “ The Welfare State”. London 1958. 
Allen & Unwin. 232 pp. 20s. 


In this collection of essays, Professor Titmuss has presented the results of his 
examination of the problems of the Welfare State, a task of criticism and appraisal 
which he has pursued without intermission since his appointment to the Chair of 
Social Administration in the University of London in 1951. In them, we find an 
impressive and often arresting interplay between fact and theory, speculation and 
description, which challenges the often repeated clichés about contemporary social 
trends, and opens up many aspects of the social upheavals of the post-war world 
in Great Britain which will be surprising even to authorities in this field of study. 
We are thus offered a work which provokes thought and states new hypotheses; it 
will be the starting-point of much research in other countries as well as in Great 
Britain. It is to be welcomed accordingly. 

Professor Titmuss’ point of view and his methods of analysing social problems 
and trends is plainly apparent in his Inaugural Lecture. In the period which has 
elapsed since he delivered it his system of thought has extended and deepened; 
it has not undergone a process of radical modification. In 1951 it appeared to him 
that the initial impact of the changes that the policies of social reform had brought 
with them had spent its force. The new institutions had become the target of 
change rather than the vehicle of change, so that the forces that resisted change 
had become stronger. Part of the army of reform had, as it were, gone over to the 
enemy when the new social services had become vested interests. A new era in the 
development of our society had begun in which entirely different problems might 
be expected to arise, but the nature of these problems had still to be identified 
and analysed. 

The objects of attack in the preceding generation had been relatively simple 
to discover and to understand. Poverty, exploitation, unemployment, sickness, and 
the slum had all been attacked in turn with varying degrees of effect; all had been 
overcome in some measure at least. But in the world that lay ahead new objects of 
attack and reform might be expected to arise, as for instance, out of changes in 
the division of labour in the family, the shifting calculus of effort and reward 
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blurring distinctions between work in the home and in the factory. These might 
increase stresses in all phases of social living, but they would be hard to identify. 

**Our old indices of social disorders’’, wrote Professor Titmuss in 1951, “‘are 
now less useful.’’ In the course of the 1950’s, he has played a notable part in 
demonstrating some of the ways in which the newer social ills arise, and the results 
are embodied in the essays in the present collection, notably in those on ‘‘ The 
Social Division of Welfare’’, “‘ The Position of Women”’, and ‘‘ The Hospital and 
its Patients’’. The general line of argument is to show that a process of interaction 
occurs between the social institutions that embody new social policies and the 
behaviour of the people for whose benefit they have been created, and that this 
has, in turn, reacted on the course of development of social policy. Altered social 
values, again, have modified individual behaviour, and this has also created new 
situations calling for new social policies. Various kinds of social differentiation, 
designed to promote social equality by providing special assistance for those who 
“‘need’”’ it, may thus lead to the creation of new kinds of social inequalities; the 
development of new social services, the nature of which is not properly understood, 
“*confuses and constrains the social conscience’’. In general, attempts to counter 
and to compensate for the growth of dependency in modern society may simul- 
taneously enlarge and consolidate the area of social inequality. 

Professor Titmuss calls for harder and clearer thinking about the objectives 
of our social policies, and for closer analysis of the realities of their impact on the 
life of the common man. We cannot, he asserts, ‘‘ achieve a better balance between 
the needs of today and the resources of today by living out the destinies of tradi- 
tion’’; neither can we do so “‘by simply attending to the business of the State”’. 


University of Liverpool (United Kingdom) T.S. Stmey 


RosBert TriFFIn. Europe and the Money Muddle. From Bilateralism to 
Near-Convertibility, 1947-1956. (Yale Studies in Economics: 7.) 
New Haven 1957. Yale University Press. (London: Oxford Univer- 
sity Press.) xxvul, 351 S. $5.— 


Das Buch Triffins iiber die europaische Wahrungsentwicklung der Nach- 
kriegszeit - man mag dariiber streiten, bis zu welchem Zeitpunkt man sie als 
«Wahrungsdurcheinander» bezeichnen kann — ist die héchst lebendige und 
originelle Analyse eines Mannes, «der dabei gewesen», gepragt, mit allem Licht 
und Schatten, vom subjektiven Eindruck und Erleben des Verfassers, «littérature 
engagée», wie es die Franzosen nennen. Wer also einen «wertfreien», aus kiihler 
Distanz geschriebenen Bericht erwartet, wird enttauscht sein, ja sich, wie es 
Triffin in der geistreichen und witzigen selbstgeschriebenen Besprechung am 
Anfang seines Buches voraussieht, manchmal vielleicht herausgefordert fiihlen. 
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Wer aber fiir eigenes Nachdenken iiber Wahrungsfragen und iiber die Zukunft 
der europaischen Integration wertvolle Anregungen erhalten will, wird das Buch 
mit grossem Gewinn lesen, auch wenn er die Auffassungen Triffins nicht immer 
teilen kann. Der Autor rat dem Leser selbst (S.x) «to retain some degree of 
healthy scepticism». Das 1957 erschienene Buch hat heute nichts an Aktualitat 
verloren; es ist sogar besonders reizvoll, Triffins Auffassungen und vor allem seine 
Zukunftsideen, die den ganzen letzten Teil des Buches beherrschen, im Lichte 
der neuesten Fortschritte in der europaischen Wahrungspolitik zu iiberdenken. 

Schon das erste Kapitel iiber die vieldiskutierte « Dollarknappheit», in dem 
Triffin den Nachweis zu fiihren bemiiht ist, dass diese Dollarknappheit fiir 
Europa keineswegs unabwendbares Schicksal, sondern eine Frage der mone- 
taren Politik diesseits und jenseits des Atlantiks ist, kann den Test der Uber- 
prifung an Hand der neueren Entwicklungstendenzen durchaus bestehen. 
Wer will heute, bei nun schon seit langem anhaltenden Goldabfliissen aus den 
Vereinigten Staaten — einer in vieler Hinsicht begriissenswerten « Umverteilung 
der internationalen Liquiditat» — noch von einer chronischen oder strukturellen 
« Dollarliicke» in Europa sprechen? In diesem ersten Kapitel legt Triffin auch 
gleich ein wirtschaftspolitisches Glaubensbekenntnis ab, in dem ihm der Rezen- 
sent nur allzu gerne folgt. Er erklart sich als strikten Gegner des « Interventionis- 
mus», den er fiir den eigentlichen Stérenfried der internationalen Wirtschafts- 
beziehungen ansieht, er lehnt die Politik der Restriktionen zur Heilung von 
Zahlungsbilanzdefiziten strikte ab und pladiert fiir eine sinnvolle zahlungsbilanz- 
gerechte Wahrungspolitik sowie fiir eine enge Kooperation in der Wirtschafts- 
politik auf regionaler und weltweiter Ebene. 

Im (zweiten) Kapitel iiber die innere europaische Wirtschaftsentwicklung von 
1947 bis 1955 kommt vor allem der Theoretiker und Methodiker Triffin zum 
Wort, der hier eine recht interessante, aber, wie er selbst zugibt, noch nicht voll 
ausgereifte Verschmelzung von sonst meist nur iscliert angewandten Betrach- 
tungsweisen — Sozialproduktberechnung, Zahlungsbilanz-, Preis- und Liquidi- 
tatsanalyse — anzubieten hat. Es ist hier nicht der Raum, um auf diese nicht ganz 
einfachen Zusammenhange naher einzugehen. Es sei nur festgehalten, dass der 
kritisch forschende Leser auch in diesem Kapitel voll auf seine Kosten kommt, 
so zum Beispiel, wenn erlautert wird, dass Ubernachfrage als die entscheidende 
Ursache von Zahlungsbilanzdefiziten nicht notwendig in den Preisindizes zutage 
tritt — ein Hinweis, der helfen kann, manches scheinbare RAtsel der Zahlungs- 
bilanzentwicklung der letzten Jahre zu lésen. In spateren Kapiteln, dem vierten 
und fiinften, erganzt Triffin diese vor allem auf das Inflationsproblem konzen- 
trierte Darstellung der inneren Wirtschaftsentwicklung durch einen Abriss der 
ausseren Wahrungsgeschichte, in dem er als griindlicher, manchmal vielleicht 
zu sehr am technischen Detail hangender Chronist entsprechend dem Untertitel 
des Buches den zundachst recht verschlungenen Weg vom Bilateralismus zur 
Europaischen Zahlungsunion (Ezvu) beschreibt. Hier, wie vor allem auch im um- 
fangreichen statistischen Anhang des Buches, beweist der Autor seine Fahigkeit, 
durch geschickt komponierte, einpragsame statistische und graphische Darstel- 
lungen seine Thesen zu verdeutlichen. 
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Dazwischengeschaltet ist ein Kapitel, das nach Ansicht des Rezensenten in 
mancher Hinsicht nicht recht ausgewogen erscheint. Unter dem — zweifellos nicht 
ganz zutreffenden — Titel «Das Scheitern der internationalen Wahrungsplane» 
werden hier, mit sichtbarer Vorliebe auf der einen und scharfer Kritik auf der 
anderen Seite, der in Bretton Woods diskutierte Keynes-Plan fiir eine Inter- 
nationale Clearingunion und der praktisch auf dem amerikanischen White-Plan 
basierende Internationale Wahrungsfonds abgehandelt; abschliessend wird kurz 
der Fehlschlag des englischen Konvertibilitatsversuchs von 1947 dargestellt. Uber 
das Fiir und Wider der beiden Plane ist seit den Tagen von Bretton Woods viel 
geschrieben worden, und es ist das gute Recht gerade des Theoretikers, dem einen 
oder anderen Plan den Vorzug zu geben; es erscheint jedoch kaum sinnvoll, die 
Konzeption des einen an der Zielsetzung des anderen zu messen, das heisst, 
praktisch dem Wahrungsfonds vorzuwerfen, dass er keine multilaterale Clearing- 
union ist. Gewiss, die Weltwirtschaft und die Weltpolitik haben sich in mancher 
Hinsicht anders entwickelt, als es die Auguren in Bretton Woods vorausgesehen 
haben. Statt des befiirchteten Eifers, aus Wettbewerbsgriinden abzuwerten, haben 
die Lander gegeniiber einem solchen politisch unbeliebten, aber 6konomisch 
manchmal notwendigen Schritt ausserste Zuriickhaltung an den Tag gelegt. 
Statt der «sakularen Stagnation» ist die «schleichende Inflation» das grosse 
Menetekel, und auf Grund dessen sowie auf Grund der politischen Spannungen 
erweist sich der Weg zu «normalen» internationalen Wirtschaftsbeziehungen im 
Zeichen der Konvertibilitat langer als gedacht. Aber muss man nicht gerade des- 
halb, anstatt die urspriingliche Konzeption an Hand neueren Wissens post festum 
zu kritisieren, eher die Flexibilitat und Gesialtungskraft anerkennen, mit der sich 
der Wahrungsfonds diesen veranderten Umstanden angepasst und damit die 
Grundlage fiir seine wachsende Aktivitat (der Triffin im Nachwort doch noch 
gerecht zu werden versucht) geschaffen hat? Was im iibrigen Triffins Lieblings- 
gedanken einer internationalen oder regionalen Clearingunion angeht, der sich 
wie ein roter Faden durch das ganze Buch zieht, so muss hier gerade im Hinblick 
auf die wirtschaftspolitischen Erkenntnisse des Verfassers sein Glaube an die 
Wunderwirkung einer solchen Institution iiberraschen. Kein noch so perfek- 
tionierter Abrechnungsmechanismus und keine noch so multilateral orientierte 
Institution kénnen — wie Triffin selbst an anderer Stelle (S.267) feststellt — 
Konvertibilitatsfortschritte herbeizaubern, wenn die einzelnen Lander nicht 
bereit sind, im Innern eine entsprechende Politik zu betreiben. Umgekehrt ist 
es freilich eine der entscheidenden Aufgaben solcher Institutionen, den Landern, 
die hier «guten Willens sind», durch Kreditzusagen bzw. Kredithilfen nétigen- 
falls den Riicken zu starken. Die jiingsten Konvertibilitatsschritte in Europa 
waren ohne das Wissen um die «zweite Reservelinie», die der Internationale 
Wahrungsfonds darstellt, wahrscheinlich nicht getan worden. 

Triffin hat diese Schritte, wenn auch beziiglich des Zeitpunkts zu optimistisch 
— er glaubte die Konvertibilitat schon 1956 vor der Tiir -, richtig vorausgesehen. 
Im sechsten und achten Kapitel des Buches beschaftigt er sich ausfiihrlich mit 
dem Europaischen Wahrungsabkommen, das er, vor allem wegen des Ubergangs 
von der automatischen zur fallweisen Kreditgewahrung, bei aller Wiirdigung der 
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grossen Verdienste der EzU im ganzen gesehen als Fortschritt begriisst; seine 
Bedenken gegeniiber einzelnen Bestimmungen des Wahrungsabkommens werfen 
manche erwagenswerte Frage auf (Ausmass der Kursschwankungen, Interims- 
finanzierung). Man kann dem Verfasser nur vorbehaltlos zustimmen, wenn er 
in seiner Konvertibilitatsdiskussion betont, dass Auslanderkonvertibilitat unter 
Beibehaltung erheblicher Beschrankungen der Inlanderkonvertibilitat kaum sinn- 
voll ware. Die Gedanken iiber Liberalisierung und Nichtdiskriminierung als ein- 
ander unter Umstanden behindernde Zielsetzungen (im 7. Kapitel) sind in diesem 
Zusammenhang besonders interessant. Wenn allerdings der (nach den ersten 
Kapiteln zu urteilen) erklarte Interventionsgegner Triffin (auf S.251) damit lieb- 
augelt, das ideale Verhalten der Lander durch eine mit der «power to dictate» 
ausgestattete supranationale Behérde zu erzwingen, so sind hier erhebliche Be- 
denken am Platz. 

Es ist bezeichnend fiir die Lust des Autors am « Planeschmieden», dass er in 
den letzten Kapiteln dem heutigen 6konomischen und vor allem auch politischen 
Zustand, wie er wohl selbst weiss, weit vorauseilt und im Geiste ein europaisches 
Clearinghaus der Zentralbanken und, g!<ichsam als Endstufe, eine europaische 
Wahrungsunion konzipiert. Hier klingt wieder der starke Zweifel an der frei- 
willigen Bereitschaft der Lander zu internationaler Kooperation und der Glaube 
an das Allvermégen insbesondere der regionalen Institutionen an — Gedanken, 
die nach dem heutigen Stand der Dinge in beiden Richtungen etwas zu weit 
gehen diirften, ganz gleich, ob man eine solche Wahrungsunion fiir die Zukunft 
herbeiwiinscht oder nicht. Aber auch wenn man mit Triffin eine engere wiri- 
schafts- und wahrungspolitische Integration Europas, sofern sie nicht die Gefahr 
einer Aufspaltung in rivalisierende Blécke heraufbeschwért, fiir erstrebenswert 
halt, sollte das Schwergewicht der Bemi:thungen bei der Verbesserung der welt- 
weiten Zusammenarbeit, wie sie die volle Konvertibilitat mit sich bringt, bleiben. 

Alles in allem: ein in seiner Vielfalt héchst anregendes, in mancher Hinsicht 
eigenwilliges Buch mit einer soliden wirtschaftspolitischen Konzeption als Basis. 
Eine reizvolle Lektiire «fiir Kenner»! 


Washington, D.C. (USA) WItrrieD GUTH 


THEO VosscHMIDT. Die westdeutschen Kreditgenossenschaften. Ihre Stellung 
auf dem Kreditmarkt. Karlsruhe 1958. Verlag C.F. Miiller. 97 S. 8 pm 


Die vorliegende Arbeit (Band x1 der «Quellen und Studien des Instituts fiir 
Genossenschaftswesen an der Universitat Miinster») unterscheidet sich von ver- 
schiedenen anderen deutschsprachigen Schriften iiber kreditgenossenschaftliche 
Fragen dadurch, dass stadtische und landliche Kreditgenossenschaften gemeinsam 
in eine Untersuchung einbezogen werden, die die Stellung der Kreditgenossen- 
schaften in der westdeutschen Kreditwirtschaft und ausserdem Mass und Art 
ihres Wirkens fiir die Mitgliederwirtschaften kennzeichnen will. 
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Der historische Uberblick, in dem neben der Entwicklung der landlichen und 
gewerblichen Kreditgenossenschaften auch die ihrer Verbands- und Zentral- 
einrichtungen behandelt wird und der zunachst etwas umfangreich anmutet, 
lasst bei sorgfaltiger Lektiire manche bedeutsame Modifikation in den Prinzipien 
und Methoden beider Kreditgenossenschaftsarten, auch manche Minderung 
friiherer Unterschiede (zum Beispiel in der Leitung und in den Geschaftssparten) 
zwischen ihnen und wertvolle Hinweise fiir Entwicklungstendenzen erkennen. 
Anschliessend werden anhand eines umfangreichen statistischen Materials der 
Kundenkreis und die Kreditstruktur der Kreditgenossenschaften erértert, wobei 
u.a. die fiir den genossenschaftlichen Aktivkredit bedeutsame Feststellung ge- 
troffen wird, dass die Handwerker heute nur noch zu etwa 50% iiber Grundbesitz 
verfiigen (gegeniiber 75% im Jahre 1925). 

Die Untersuchung von Vosschmidt lasst u.a. eine gewisse Gleichartigkeit im 
Wandel des Kreditbedarfs der Kreditnehmer der stadtischen und landlichen 
Kreditgenossenschaften erkennen: als Folge einer zunehmenden Kapitalintensitat 
in allen Handwerkszweigen und in der Landwirtschaft mussten langerfristige 
Kredite eingeraumt werden, die bei den Kreditgenossenschaften etwas mehr als 
60% ihrer langerfristigen Einlagen, bei den Sparkassen etwas iiber 100% aus- 
machen. Besonders klar kennzeichnet der Verfasser die Konkurrenzsituation 
zwischen Kreditgenossenschaften und Sparkassen; die bei den Sparkassen unter- 
haltenen 6ffentlichen Gelder, ihr straffer zentralistischer Aufbau und anderes — 
auch zum Beispiel der fiir sie nicht gegebene Zwang zur Bildung von Eigenkapital, 
worauf der Verfasser nicht hinweist — haben ihre Expansion, nicht zuletzt ihr 
kurzfristiges Kreditgeschaft begiinstigt. 

Der unbefangene Leser der sehr gediegenen, sorgfaltig formulierten und auf- 
schlussreichen Untersuchung von Vosschmidt muss zu der Uberzeugung kommen, 
dass es fiir die Mitglieder mancher stadtischen und landlichen Kreditgenossen- 
schaft ein Nutzen sein kénnte, wenn zum Beispiel zwei benachbarte Kredit- 
genossenschaften aus den «beiden Lagern» mit ahnlicher Geschaftstatigkeit und 
eventueller Uberschneidung der Geschaftsbezirke méglichst unvoreingenommen 
die Frage der Zweckmassigkeit einer Fusion priifen und diese gegebenenfalls zu- 
sammen mit der Verbandsorganisation vorbereiten wiirden. Von dieser Rationali- 
sierung im kreditgenossenschaftlichen Unterbau und von einer grésseren Ge- 
schlossenheit des vertikalen kreditgenossenschaftlichen Auf baus diirfte die kiinftige 
Leistungsfahigkeit der Kreditgenossenschaften in Westdeutschland und ihre 
kiinftige Stellung in der Kreditwirtschaft mitbestimmt werden. Unter diesem 
Gesichtspunkt kommt der Untersuchung von Vosschmidt fiir das westdeutsche Kre- 
ditgenossenschaftswesen unverkennbar genossenschaftspolitische Bedeutung zu. 


Universitat Hamburg (Deutschland BR) REINHOLD HENZLER 
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JOHANNES WINCKELMANN. Gesellschaft und Staat in der verstehenden Sozio- 
logie Max Webers. Berlin 1957. Duncker & Humblot. 52 S. 4.50 DM 


Johannes Winckelmann ist durch seine Editionstatigkeit einer der besten 
Kenner des Werkes von Max Weber. Er hat verschiedentlich Interpretationen 
und Analysen zu einzelnen Problemkomplexen im Werk Max Webers vorgelegt. 
In dieser Abhandlung untersucht er, wie Max Weber das Wesen von Staat und 
Gesellschaft und das Verhaltnis von Staat und Gesellschaft verstanden hat. Die 
Untersuchung dient vor allem dazu, die methodische Eigenart und die wissen- 
schaftstheoretische Gesinnung der verstehenden Soziologie Max Webers heraus- 
zuarbeiten. 

Winckelmann deutet kurz die Besonderheit der geistesgeschichtlichen Position 
Max Webers, zumal im Vergleich zu Lorenz von Stein und Gustav Riimelin, an, 
um dann die Methodik der Begriffsbildung Max Webers wissenschaftslogisch 
naher zu charakterisieren. Er hebt hervor, dass Ausgangspunkt und methodisches 
Prinzip bei Max Weber stets das «soziale Handeln» ist. «Soziologische Struk- 
turen» sind entsprechend zu begreifen als Sinnzusammenhange, durch die, in- 
sofern soziales Handeln sich typischerweise an ihnen orientiert, der Ablauf von 
Geschichts- und Gesellschaftsprozessen bestimmt wird. Dabei ist wichtig, zu er- 
kennen, dass die Sinnzusammenhange in der Methode der verstehenden Soziolo- 
gie vom jeweils beobachtbaren Fazitsozialen Geschehen her gewonnen werden 
und nicht etwa einen apriorischen oder metaphysischen Sinn bezeichnen sollen. 
Winckelmann hebt sehr richtig den funktionalen Charakter des Weberschen Sinn- 
deutungsverfahrens hervor. 

Am Ende kommt er zum Ergebnis, dass Webers Erkenntnisbemiihen «in 
zweierlei Hinsichten als ‘Entmythologisierung’ aufzufassen ist. 1. Gegen die 
prastabilierten, ein fiir allemal giiltigen ‘ Bewegungsgesetze’, entweder in Gestalt 
von Hegels Realdialektik (ontologische Logik) oder Steins Klassenkampf (mit 
dem permanenten Widerspruch zwischen Staat und Gesellschaft) oder Marx’ 
Entwicklung der Produktionsweise (und deren Widerspruch gegen die jeweils 
bestehenden ProduktionsverhAltnisse) oder Riimelins festliegende Triebpsycho- 
logie; 2. gegen die Substantialisierung der gesellschaftlichen Sinngebilde — gegen 
alles dies richtet sich seine vorurteilsfreie Analyse...» (S.47). Weber geht stets 
vom konkret-historisch Individuellen aus und sucht im Zentrum stets die Spon- 
taneitat der handelnden Menschen auf. 

In der Art der Begriindung dieser These diirfte der Wert der Arbeit Winckel- 
manns liegen. Im iibrigen versucht sie nicht bloss die Position des Wissenschafts- 
methodikers Max Weber, sondern auch die Position des politischen Soziologen 
Max Weber zu charakterisieren. Daher stellt Winckelmann den Inhalt von Webers 
Herrschaftssoziologie, seine Typologie der legitimen Herrschaftsformen und zumal 
den Typ der Herrschaft kraft rationaler Legitimitatsgeltung dar. Er geht ins- 
besondere auf die Problematik des modernen Staates und auf die Gefahren ein, die 
dem Parlamentarismus nach Max Weber immanent sind. Dabei gewinnt Winckel- 
mann schliesslich selbst eine Art politischer Position. Wenn fiir die gegenwartige 
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weltgeschichtliche Situation die Frage entstehen mag, ob der Staat total werden 
oder absterben wird, so meint Winckelmann aus der Sicht Max Webers folgern 
zu sollen: Die heutige Menschheit samt ihren Gemeinwesen befindet sich in einer 
Welt planetarischer Kampfsituationen, und der Staat hat seinen Sinn darin, die 
Ordnung der Gemeinschaft in diesem Bewahrungskampf zu sein. Ausserdem droht 
in den westlich-parlamentarischen Systemen dem Staat die Gefahr der Auf- 
lésung von innen. Daher ist nach Winckelmann «gegeniiber den Interessen- 
satrapien einer blossen Verbandspolyarchie Staatlichkeit nicht nur als ein aliud, 
sondern als ein maius anzusehen» (S. 46). Ob sich diese Folgerungen konsequent 
aus Max Webers Gedanken entwickeln lassen, bleibe dahingestellt. Solche Art 
aktualisierende Interpretation ist wegen ihrer anregenden Wirkung jedenfalls zu 
begriissen. 

Im ganzen enthalt die Schrift verschiedene interessante Gedanken und Be- 
merkungen. Gerade deswegen diirfte ihr Mangel darin liegen, dass sie im Aufbau 
allzu skizzenhaft und im Sprachstil ein wenig esoterisch ist, Mangel, die méglicher- 
weise daraus resultieren, dass Winckelmann das Werk Max Webers zu intim 
kennt. 


Freie Universitat Berlin (Deutschland) JURGEN FIJALKOwskKI 


Aspectos monetarios de las economias latinoamericanas, 1957. Ver6éffentlicht 
vom Centro de Estudios Monetarios Latinoamericanos, México, 


1958. 251 S. 


Dieser zweite Band in der Reihe der vom Centro de Estudios Monetarios 
Latinoamericanos (CEMLA) herausgegebenen Jahresberichte iiber die monetare 
Entwicklung der iberoamerikanischen Volkswirtschaften weist gegeniiber dem 
ersten nicht nur einige systematische Verbesserungen auf, sondern auch eine pro- 
filiertere kritische Grundhaltung, fiir die freilich das Berichtsjahr Anlasse genug 
bietet. Schon die einleitenden Satze des I. Kapitels zur weltwirtschaftlichen Lage - 
«Verlangsamung des Aufschwungs ohne eindeutige depressive Symptome» 
(S. of.) — charakterisieren den gedampften Optimismus, der von den Bearbeitern 
Theodore A. Sumberg, Victor M. Solérzano und Gustavo F. Balda mit vorsich- 
tigen Federstrichen bis in die Schlussbetrachtungen hinein gezeichnet und ab- 
schattiert wird. Dabei ist es weniger die sinkende Zuwachsrate der Industrie- 
produktion (von 10% im Jahre 1955 tiber 4% 1956 auf 2% 1957), die Ibero- 
amerika Sorge bereitet, als vielmehr der Preis- und Absatzriickgang im Agrar- 
giiterexport dieses Subkontinents, dessen Aussenhandelsgewinn von der Schere 
ungiinstiger Terms of Trade gekiirzt wurde. Preisabschlage bei Kupfer, Zink und 
Blei taten trotz festen Notierungen fiir Erd6l und milde Kaffeesorten ein iibriges, 
die Schwachetendenz gegen Jahresende in eine Flautestimmung und triibe Zu- 
kunftserwartungen einmiinden zu lassen, die sich im ersten Vierteljahr 1958 voll- 








al 


= 


— 


St 
lic 
dii 
Ze 
de 


ste 
na 
die 
sie 
bil 
ges 


for 
II 





nt 


sl]- 





BESPRECHUNGEN — COMPTES RENDUS — REVIEWS 261 


auf bestatigten. Die geringfiigige Zunahme der iberoamerikanischen Gold- und 
Devisenbestande von 3,675 Mia Dollar 1956 auf 3,8 Mia Dollar im Jahre 1957, 
also um 3,4%, ist in der Hauptsache auf neuerliche Kredithilfe seitens des Inter- 
nationalen Wahrungsfonds zuriickzufiihren und mithin nur ein halber Trost. 

Im II. Kapitel werden die inneren monetaren Entwicklungstendenzen Ibero- 
amerikas des naheren untersucht. « Die Inflation kommt in Gang, sobald einzelne 
oder alle Wirtschaftszweige um den Léwenanteil am raumlich und zeitlich not- 
wendigerweise begrenzten Kapitalfonds ringen» (S. 37). Dies haben auch die 
meisten « Entwicklungslander» zwischen dem Rio Grande del Norte und Kap 
Hoorn erfahren miissen und wird hier zunachst fiir den Gesamtraum und alsdann 
an den Beispielen Chiles, Perus, Nicaraguas, Brasiliens, Argentiniens und Haitis 
eingehend dargelegt. Der europadische und der nordamerikanische Leser sind auf 
den Befund zur Geniige vorbereitet: Die Ursachen der monetaren Expansion 
liegen vor allem in defizitaren Regierungsausgaben und in einer den Kreditfonds 
iiberbordenden «easy money policy » der Banken, wahrend von einer importierten 
Inflation — nach den Angaben S. 4eff. fiir ausgewahlte Lander zu schliessen — 
zwar bei Bolivien, El Salvador und der Dominicanischen Republik, nicht aber bei 
Brasilien, Cuba und Honduras die Rede sein kann. Im Anschluss an eine kritische 
Betrachtung der Geldpolitik und der Geldmarktverhaltnisse wird iiber die am 
1. Dezember 1957 in Argentinien eingeleitete Bankenreform berichtet. 

Das III. Kapitel schildert die Stellung Iberoamerikas im internationalen Zah- 
lungs- und Kapitalverkehr an Hand der speziellen Zahlungsbilanz mit den usa 
sowie der Totalbilanz und vermittelt ein glaubwiirdiges Bild vom letzten Stand 
und den Grenzen der Auslandsverschuldung der einzelnen Volkswirtschaften, 
von der strukturellen und der Gesamtentwicklung der Ausfuhr und von der Be- 
wegung der Valutareserven. Ein Vergleich des internen Handelsvolumens Latein- 
amerikas mit dem Umfang seiner Tauschbeziehungen zur iibrigen Welt erweist, 
dass Nordamerika und Westeuropa noch immer absolut unentbehrliche Handels- 
partner sind. 

Auf den ersten Blick mag iiberraschen, dass im IV. Kapitel eine exkursive 
Studie des mexikanischen Kapitalmarktes wiedergegeben wird, die wohl samt- 
liche Quellen und Formen der Kapitalbildung einbezieht. Die Erklarung hierfiir 
diirfte zum Teil darin liegen, dass die letzte (fiinfte) Arbeitstagung amerikanischer 
Zentralbanken vornehmlich Kapitalmarktproblemen gewidmet war. Zum an- 
dern kam es den Autoren darauf an, eine methodisch-systematische Vorlage fiir 
weitere nationale Kapitalmarktanalysen zu entwerfen und zur Diskussion zu 
stellen, und das mexikanische Beispiel war fiir den Forschungsstab des CEMLA der 
nachstliegende Modellfall. Da es zu weit fiihren wiirde, hier detaillierte Ergebnisse 
dieser. Enquéte mitzuteilen, sei nur vermerkt, dass eine deutliche Entpersonali- 
sierung des Sparens beobachtet werden kann: Der héchste Beitrag zur Kapital- 
bildung im Jahr 1957 entstammt der Sozialversicherung. Ob der ausgewiesene 
gesamte Kapitalzuwachs (1,428 Mia Pesos im Jahresdurchschnitt 1947-1956, 
1,534. Mia Pesos 1957) eine echte Mehrung bedeutet, muss in Anbetracht der 
fortschreitenden Geldentwertung (Preisindex 1950 = 100, 1955 = 109, 1956 = 
113, 1957 = 118; vgl. S.40) bezweifelt werden. 
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Alles in allem verdient die mit Unterstiitzung der Rockefeller Foundation 
publizierte Schrift Lob und dankbare Anerkennung als Muster griindlicher, 
streng objektiver Tatsachenforschung. 


Universitat Mainz (Deutschland BR) AnToNIO MONTANER 


International Economic Papers, No. 7. Translations prepared for the 
International Economic Association. Edited by Alan T. Peacock, 
Ralph Turvey, Wolfgang F. Stolper, Elizabeth Henderson. London 
and New York 1957. Macmillan. 184 pp. 15s. 


The seventh number of this series of translations is, like most of the previous 
ones, a pot-pourrt in which almost everyone will find something of interest. Of the 
eight selections, five are relatively recent, two roughly thirty years old, and one 
dates from Ricardo’s time. 

Two of the recent selections, papers by Wlodzimierz Brus, ‘Socialist Pro- 
duction and the Law of Value (1955), and Oskar Lange, “Outline of a Recon- 
version Plan for the Polish Economy” (1956), concern the crisis in the Polish 
economy which contributed to the recent reorganization of that country’s 
political structure. Lange’s article, in particular, provides a devastating indict- 
ment of the incredible mismanagement and inefficiency which had developed 
under the original Communist regime. As a solution to almost every one of the 
problems which he exposes, he calls (in effect) for increased reliance upon the 
market mechanism or an administrative imitation thereof. Since the present 
reviewer had some rather bitter comments (Kyklos, Fasc. 4, 1955) on a Lange 
paper of 1953, which was included in International Economic Papers, No. 4, he is 
particularly happy to record the profound difference between the present hard- 
hitting and creative approach and the previous reverential mumbo-jumbo. The 
Brus article is more theoretical, attempting to justify the use of the capitalist 
“‘law of value”’ in at least the transitional stages of a socialist economy. Yet, like 
Lange’s, his approach is essentially pragmatic rather than apocalyptic, and he 
comes out with a defense of the application of market principles. Brus seems to 
find authority for some of his reforms in recent Soviet practice. Only one better 
versed than this reviewer in Soviet sources could tell to what extent these 
references may only be to carefully-selected exceptions to general Soviet theory 
and practice, or only supplied to safeguard some appearance of orthodoxy. 

Another of the recent essays is by Erik Lindahl, on ‘““The Basic Concepts of 
National Accounting” (1954). This is perhaps of primary interest to students of 
social accounting, although the issues treated have more than narrowly technical 
significance. Since he proposes an integrated, “general purpose’? system of 
accounts, it is not possible to summarize other than to say that his system 
develops separately a production account (based on actual or imputed product 
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values), three income accounts (factor income, indirect taxes and subsidies, and 
financial income), an income redistribution account (for calculation of disposable 
income), an income use (consumption) account, a capital account, and a foreign 
transactions account. Considerable reference is made to innovations suggested 
in Ingvar Ohlsson’s On National Accounting. 

An article by Bérje Kragh, “A Basic National Budgeting Model”? (1955) 
presents models generalized from those used in official forecasts of national 
product in Holland and Sweden. Essentially, they are Keynesian-type models 
which introduce specifically the price, wage, and “‘markup”’ levels, thus bringing 
income distribution into multiplier calculations. Investment and the wage level 
are assumed autonomous, and simple consumption functions are employed. 
International transactions and changes in productivity are incocporated in a 
final generalized model, which can also be elaborated to include the effects of 
taxes, government expenditures, and other complications. I am sure that the 
present national administration in the United States is not interested in this kind 
of endeavor; it would appear highly complex and “‘theoretical’’ to a hard-headed, 
practical, businessman’s administration. Nevertheless, there is a ‘‘model’”’ of 
some kind which underlies U.S. budget policy, or else this policy is wholly 
irrational and dictated by emotion. Were this ‘“‘model”’ to be reduced to formula, 
would it be more complex than Kragh’s or more elementary? Would it embody 
simple-minded or sophisticated theories as to relevant relationships? Would the 
actual policies proposed be consistent (in terms of the model) with any reasonable 
forecasts of exogenous variables? One can well argue that it is better to be 
explicit and wrong, than fuzzy and (by chance) correct. One at least learns from 
the former experience. 

The final recent paper is on ““The Trade Optimum’’ (1956) by Herbert 
Giersch. Giersch’s paper demonstrates that, if competition is not pure and 
perfect, and if indirect rather than direct taxes are used, a welfare optimum may 
require, not free trade and transport rates equal to marginal cost, but tariffs and 
export subsidies, or ‘“‘discriminatory’’ transport rate structures. However 
interesting the argument may be, it seems hardly to support more than a pre- 
sumption that existing interferences with trade may distort more toward than 
away from the optimum. And, of course, it takes, as given, imperfections of 
competition and tax structures that might be directly attacked. 

One of the earlier selections consists of sections of Robert Gibrat’s 1931 book 
“On Economic Inequalities”’. Gibrat discusses the properties of the logarathmic 
normal distribution, shows that its “‘fit’’ to several sets of skewed economic data 
is superior to other standard distributions (including Pareto’s), indicates a 
simplified (partially graphic) method of fitting it, and finds its logic in a “law 
of proportional effect’’. He presents one of the parameters of his formula as a 
useful “‘index of inequality’’. 

A paper “‘On the Methodology of the Theory of Tax Capitalization” (1928) 
by the distinguished Italian, Luigi Einaudi, is a delightfully devastating call for 
rigor in the analysis of tax questions, including, particularly, tax capitalization 
and the definition of a general as opposed to a special tax. 
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The oldest piece in the volume consists of ““Two Papers on Demand”’ (1820 
and 1824) by Sismondi. Sismondi is arguing against Ricardo’s (and Say’s) “‘law 
of markets’’. Sismondi’s analysis is in no respect superior to Ricardo’s opposite 
argument. Each switches illegitimately from micro- to macroeconomic propo- 
sitions; each lacks the concept of demand elasticity, to say nothing of the con- 
sumption function. Yet we get here a fascinating picture of a sincere and intelli- 
gent man, troubled by the very real problems of his post-Napoleonic age, quite 
humble with respect to his own ability to analyze the very complex issues 
involved, and somewhat impatient with the supreme self-confidence of the 
Ricardians. Perhaps it was fortunate that the Ricardians won the argument, and 
that the transformation of the economy of the Western world was conducted 
under the aegis of a logically-deficient Ricardian orthodoxy rather than a half- 
baked underconsumptionism. But a Keynesian finds it easy to sympathize with 
the loser. 


University of Michigan, Ann Arbor (USA) GARDNER ACKLEY 
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